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THURSDAY, AUGUST 4, 1983 

. ^ ' ' ■ ■ ■ 

" House OF Representatives, 
Subcommittee on Postsecondary Education, 

Committee on Education and Labor, 

Washington, RC. 

The subcommittee met, pursuant to call, at 10 a,m.^ in room 
2261, Rayburn House Office Building, Hon. Paul Simon (chairman 
of the subcommittee) presiding. 

Members present: ^ Representatives Simon, Harri89n, Penny; 
Packard, and Gunderson. ^ 

Staff present: Mar^rln McAdam, meuority coUnisiel; and Betsy 
Brand, minority legislative associate. 

Mr. Simon. I am advised by minority staff we can go ahead. 
^The subcommittee will convene today to conduct a hearing on 
the collection efforts of the Department of Education. The subcom- 
mittee first held hearings on this siAject in^May 1981, when the 
Department announced that it was gping to transfer its collection 
efforts to private collection agencies instead of using Federal collec- 
tors. At that time the subcommittee expressed its serious concerns 
that private agencies would not be able to match the record set by 
the Federal collectors ahcj that the result might be that the collec- 
tion of defaulted student loans would decrease. 

We have now learned that the Department intends to take the 
transfer of collections to private agencies one step further and in- 
tends to:close the Chicago and Atlanta offices that deal with collec- 
tions and assign greater ntwnberS of accounts to the private collec- 
tors. In so doing, 106 Atlanta employees will lose their jobs as will 
107 Chicago employees. * > iV 

These' ^collectors have done an admirable job. In Atlanta, they 
return approximately $1.5 million, each months from what I have 
seen. Employees of the Chicago office have collected pver $20 mil- 
lion in. the last 2 years. I have done some rough calculating on 
their salaries. Their total salaries in the Atlanta office is about 
•$470,000 for the year. / * : - . ; / i 

- A refcent report by the General Accounting Office casts further' 
doubts abbut the wisdom of such a move. The Department of Edu- 
cation was the only agency^of six investigatjed that was not 'meeting 
its own collection targetS^ccording to that same report the De- 
partment was also the only. agency whose qollections^.for fiscal year 
1982 were actually lower than for fiscal year^SSl. Department offi- 
cials say that part of the reason was the replacement of 7.00 Feder- 
N al collectors in 1981 by private agencies. 
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anv not opnoHod to tho uho of private colloction ogoiicioisi, but 
1 tih9uld bo aon(!^ only If, In fact, thoy aro at loaet equal to t^eder- 



I 

thlBi 

al collectors. At present there is spnie confusion in documenting 
that thia tho case. The Federal collectors say the private people 
aro getting the crooni of the collections, <^pd hear that it is tho 
other way around yvnon l ttflk to tho private agAncios. , 

The purjpose Of the hearing today is to learn fcom.the Dopart- 
.ment oi! Efducation what their' collection record really is, and to 
'^^iew, the ration&le tor shifting collections from Federal to private 
cCrioctor^, and for closing two or the rojnaininb three Federal coltec- 
tion offlcpB. Tho information the subcommittee hlis been able to 
gather prior to the hearing is inconspistent and conflicting; It ie our 
' hop6' that this hearing ^can resolve. thoaio conflicts. ' \' 

We would like to welcome our witnesses today t^nd begin our 
hearing with a representative of the General sAccountingi'Offlce, 
Mr. John Simonette, A^jsociate Directok' of the Financial Manage- 
jnont Divisiont \ ' , • 

STATEMKNT of JOHN fAsIMONI^TTE, associate DIUEGTORv AC. 

COUNTING AND FINANCIAL IVtANAGEMENT DIVISION, ACCOM- 
il^ANlED BY ERIC lyiARTS, WASHINGTON REGIONAL OFFICE; 
' JEFFJiEY STEINHOFF, JERRV WILBURN, Af^DC^HRIS CHRISMAN, 

HEADQUARTERS STAFF ^ 

. Mr. PI^!to^^ETrE, Thanli' you, Mr.- Chairman. We are pleased to be 
here^ today to discuss debt collection at the. Department of Educa- 
tiOh. . 

V Before proceeding, I would like to introduce my colleagues. On 
my far . right, Eric Marts, fi^OijisOur Washington regidnal omcej:J[ef-^ 
frey Steinhbff and Jeirry Wilburn frdm the headquarters afitff^e 
also Have Chris Chrisman from diir headquarters staff doin5g|potne 
Work for your staff ih the area\pf cbllecti9n effortSt : i 

1 do ^have ' a -prepared 6tatenl[ent. With \you^ permission, I 
like to 'summarize the highlighis of that statement, 

Mr. Simon, Your fiill statemeWtlwill be entered in^the rectord;^^ 

'Mr. SiMONEriTE. Thank you»/. \ '\' ' '^i; 

Debts owed the Gwernmeiit are^ enormous aind^ growi)ig ^ 
year^with billions of ddllaU^S delloqubnt. Federal* agencies repor _ 
that,' at the start of fiscal 1Q82, receiyjables due from U.S.^citizens 
and, organizations exceeded $180 bi}lioh, over, $33 billion of which 
*was delinquent. By the end oft;fiscaU19j82, these amounts had fur- 
ther increased to approximately $200 binion ^nd $3Sk billion, respec- 
tively, >yith nontax delinquencies totaling about $14 billion.' * 

To. stem the ^continued growth in these oumbers,M;he Congress 
' and GAO have long called for strengthened dej)t collection,' We 
have reported that the Government was hot dding an effective (job 
of accounting forVand collecting its detits. Recognizing the i\eedi for 
improved fihaneml management, the administration mk^ debt .coir 
'lection a management priority/ At |he 'feqi;est of the Hoy ^ei Com- 
mittee on tlie Budgetr we recently reviewed 
effort to strength debt collection during fiscal 1982. and the pros- 
pects for future collections. * . . 

'•-Tfie Department of Evocation was one of the six agencies includ- 
ied in pur review. During fiscal 1982, Educati.oh acted to resolve 
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\ lorigutandlng dobt collection problomfl ^nd In doing goidncroosod its 
ovorelght ofschoota adltnlnlfltorlng atudont loons. EductttiOn dovol- 
oped a comprehenalve deljt collection Improvement plan which as- 
diflt&d in organizing the agency's debt collection efforts. , / . 

In addition, the agency created a credit management board 
which Education ofTIoTals believe has enhahcedycommunlcatlon /be- 
tween program and administrative personnel t;ogardlng credit man- 
agement issues. Debt servicing and coUectipn^issues adpressed by 
the Department included imprdving the aCcuAcy of Information 
systems for the guaranteed student loan and national ditoct stu- 
dent loan programs; improving the control and reportlhp of .finan- 
cial transactions: and agum'enting Education's collection staff with 
prlvatfer secto? cdlldfctors and temporary employees. 

I knAw the subcommittee is interested in EduQtftion's use of pri- 
vatd collection agencies. Becfuise our review for, the. Budget Com- 
mittee fopused on Education's overall approach to^strengthening 
debt collection, we did not analyze' in dejpth or evaluate the private 
collectors' performance or the contractinif of these sorvlces;!^^^^ < 

However, in a separate study your subcommittee recently re- 
quested, we are evaluating Education's use of prWrate collection 
agencies versus in-house 'staff. This review, which will focus mainly 
on the , performance of the two privl^ collectors currently under 
contract to Education, is. in the preliminary stage. While we do not 
at this time have any information on the adequacy of the private 
collectors' perfdrmance, we4iave several observations. 

- The Debt yCoUecftion Act of 19B2 gives Federal agencies the au- 
thori^y tc/contract with private coUectipn agencies^ Previously, 
Edu9atum, 'beginning in 1979, enured into' two pilot contracts for 
collection services/ In 1981," the Department entered into two more 

. contacts for collection services, an action which followed the deci- 
sldn to reduce its in-house collection staff. 

Our 1981 report, "Stronger Actions Needed to RecoviBr $730 Mil- 
li6n in Defaulted Natio;ial Direct Student Loans,;* ^ecojjnized Edu- 
cation's decision to use private collei^tion agencies was consistent 
with statutory ahd regulatory provisions. We noted, however, that 
the cost effectiveness of using contract collectors had pot been fully 
determined and recommended that Education monitor the.perform- 
ance of thesA contractors to insure cost effectiveness. The Go^^n- 
mei)t did not have any past experience using private collectors ifiind 
Education is the only agency tp date that has entered into large- 
scale collection contracts. . TT J 
♦ Educatioii is presently^monitoring the current contracts, Under 
these, the Department transferred to/the conti^actorfe about $635 
million of defaulted loans. Education experts the contractors tover a 
peijpd to collect at least 10 percent of the amount assigned, 
or $63.5 million. The Department reported that throufeh May 30, 
1983, almost $24 million, or about 4 percent, has been collected. 

- Mdn^h^ collections have increased. Only $4 million was collected 
during^ the first 6 months of the contracts, while in the followiriga2 
months, collections totaled almost $20 million. Education projects 
that contractor* collections, whicn totaled $8 million in fiscal 1982, 

;. will l>a» about $20 million in fiscal 1983. It pioints to the acceleration 
•' of collections as evidence that the contractors will be more success- 
ful in future jieriods. ' j^^; V 
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One la«t olworvutlon about the uep o\ contract colloctorfl: OMD 
xjjitimH that tlio contractor porformancQ In ham^ofcd by current 
rogulatlona which do not alW contractortt to directly bring suit 
against debtors. Instead, accounts must bo referred to Justice for 
litigation, ebntractors cpnter^id that this greatly affects the^r coUec- 
tlotii efforts because litigation is one of the most Important tools 
avallab\p to private collodtlon agencies. ^ ' , ^ 

Ano^er important issue facing Education is hovyrto resolve its 
. longstanding accounting and reporting problems. In fiscal year 
1982, the Department was not able to submit to Treasury and QMB 
a o-eliublb financial report on debt collection activities. One EdxKtt- 
tlon offl^jial eetimatea o 25-porcent error rate In reported collec- 
tions, and 0MB. debt colloction officials expressed qpncern over the 
quality of Education's data. 

Education iS'planning many short-term reportiig improvements 
but officials believe that the key to solving their a&oiinting and re- 
porting problems is a long-term effort to instolPan Information 
system capable of handling all the Departn^ont's loan proirrams. 
The Department has assessed the information needs of each pro- 
gram and is presently evaluating various alternative systems. 

While Education expects a new system to be installed during the 
1986-87 academic year, we caption that thtj agenty has had past 
problems in developing and operating an /auloriciated information 
system for tho guaranteed student loan program. 

Althou^ acting to improve its debt cpllection program) Educa- 
tion's fiscal 1982 reported collections were about $() million Iftss 
than in fiscal 1981 and' the agencv fbll far/short of its 0MB target. 
Total collections as reported to OMB^by Education declined by 1 
percent during the year to $653 million from $659 million in fiscal 
1981. Of the SIX agencies we reviewed, this was the only instance of 
an hgency reporting declining total collectibns. At the same time. 
Education reported, that its total recei<rah/Ies grew by over 5 per- 
cent. . * 

OMB's formula for measurmg collection performance considers 
both total collections and receivables. The decrease in Education's 
total collections, when factored by the correponding increase in re- 
ceivables, computers out to a $41 million relative drop in collec- 
tions. In terms of the $225 million target for increasing collections 
givejti to Education by Ol^B, the agency, therefore, fell short of the 
goal by $266 million. ^ / 

Department of Education officials oyplained the shortfall by 
pointing to the reduction of 700 in-house collector positiohs during 
fiscaL1982. They believe that the private contract collectors will 
eventually fill this void, but;the contractors will need more time to 
reach nlaximum pi*oductivity. Even at maximum productivity, how- 
ever, the contractors would not have been able to make up the $266 
million shortfall reported fpr fiscal 1982. 

As I .mentioned earlier^, contifect collections total $8 million in 
fiscal 1982, or a little over I percent of total reported collections for 
the year, with Department of Education's gosA^ for the contractors 
being $63.5 million for a 3-year period. 7 " 
. Officials also said that because of reporting delays, the results 6f 
their fiscal 1982 initiatives were not reflected in collection totals 
for the year. • * ' • 
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• \ Om fiiKTil miitUir, Doporlihont of Education should bo wbll sorvod 
by tho Dopartmortt Cpllocllon Act, which won poised thin poat flMcoI 
ypar. For oxampio,, ftiU implomontotton of the act's provision allow-' 

tho offset of Fodoral employeos' salaries 4;o satisfy generol debts 
owned to tho Federal Oovernment should increase fUture coUoc- • 
tions, Using cpmputor matching, in n8cari082. the ogonc/ ldenti- 
fled about 47,000 federal employees who jwere in default on $08 
million' in student loons, ' - » * « , 

Anorhor provision requiring Individuals who ,apl)li/'for Federal 
loans or assistance tosfXirnish their social security numbers should 
make NDSL defaulters easier to find. Finally, Department of Edu- 
cation's plans to refer about 500,000 delinquent borrowers to credit 

* bureaus this year should also help spur fliture cdlloCtions, 

This concludes my statement. I will bo happy to answer any 
\ questions you or tho other mqmbons may ha vOr 

[Prepared statemoftt of John P. Simpnetteiollows:! 

\ .PllKPAHKI) StATMMHNTOK J/lfIN F, HlMONKTri:, AhHOCJIATK DlMHirrOK, Ac:( (MItlTINOAN|i^ 

^. ^FiNANciAi*. ManauiSmknt Division: U.S. C}knkrai« Accounting OrricK 

V Mr. Chairman, and motnborn of the Subcommlttoo, thank you for tho opportunity 
apocar boforo you to dl«cuim debt collection at tho Department of Education. * 
Uobtn owed the Govornmont aro enormous and growing each year, with billionfl of ' 
dollars delinquent. Fedlsral agencies reported that, at the start of fiscal 1982. recoiv- 
ablo^due from U.S. citl^wns and organizations exceed $180 billion, over $38 billion ' 
of which was delinquent. By the ond of nscaUI982, these amounts had further in- 
crens^l to approximately $200 billion and $38 billion, respectively, with nontax de- 
linquencies totaling nbout $14 billion. 

• * A^J*^'" thefWntinued growth in these numbers, the Congress ahd OAO have Jong 
.called fok^ strengthened debt collectioix. We have reported that the Government was < 
not doing^fn. effective Job of accounting for ond collecting iU debts. Recognizing the 
nifed for ihiprovea financial management, the Administration made debt collection 
- a nuinagenient priority. At the request of tho House Committee on the Budget, we 
recently revWod, tho AdminisUation's eftort to strengthen debt collection during 
fiscal 1982 at^d the prospect for future collections. We. focused on the six Federal \ 
agencies having the highest nontax delinquencies and'concluded that the Adminis- 
^ tration, througji the Office of Management and Budget (0MB). has implemented a 
program for imbroving debt collection; actually tollected more debt than was aniici- 
pated by 0MB; and ensured tht in the near futilVe debt collection prospects look 
good. \ . . ^ 

The Dopartment\pf Education was one of the six agencies included in our recent 
reyiew. During fisci^l 1982, Education acted to resolve longstanding debt collection 
problems, and in doing so increased its oversight of school administering student 

T i/ans. Ekiucation developed a coriiprehensive debt collection improvement plan 
which assisted in organizing the agency's debt collection efforts. In addition, the 
agency qreatfcd a credit management board which Education officials Believe has en- 
hanced communication between program and administrative personnel regarding 
credit management jssues/ Debt servicing and collection issues addrdssod by the De- 
partment included: improving tho accuracy of information systems for the Guaran- 
teed Student Loan and National Direct Student Loan (NDSLy program; improving . 
the control and reporting of financial transdctiops; and augmenting Education's col- 
lection staff with private sector collectors and temporary 'employees. 

I know the Subcommittee is interested in Education's use of private collection 
agencies. B^auso our review for, the Budget Committee focused Of\ Education's over- 
all approach to strengthening debt collectioit, we did not analyze in depth or evalu- 
ate the private collectors* performance or the contracting for these services. How- 
ever, in a separate study your Subcommittee recently requested, we are evaluating 
Education's use of private collection agencies versus in-house staff. This review, 
which will focus rhainly on the perfb^mance of the two private cdllectors currently 
under contract to Education, is in the preliminary stage. While we do not at this 
timd have any Infdrmation on the adequacy of the private collectors* performance, 
we have several ob6ervationS> \ . 

I .. ■ 



Th** Ihhi (N)l|0i'Uoii Aot of l»H**J «lvw Vpikml mm\m ih§ sulhoritv to €onirm\ 
wUh iirlvwl^ collrK'llon w««»fiul^«. IVitvlouiily, ICiluentloih b^innlng in \m, ^Hlijmt 
Inu^ two pilot contrwcU for colltKrlWn ^n\(spn. In lUHl, Uii» r)?imrtmj»nt pnturttU Ih « 
two mgrtJ contr»cU foi\ collmlon i«>rvlcwii mi wtlon which foUowi>d the Ui»cl»lon to 

Our m\ mmi "Htronger Actions N^lwl to Recover *7aO Million in I)<»fmiltaa 
Nniioiml DiiWt HtmU^lit li(mn»" (ILIU) Hijptunilwr m). lOHl) m?otfnl»iHl tlmt 

l'>luc«tlon'i* <lt>clflion ti» iirlvtttn colltH^tlon-jm^nultJH w*w« coniiliit«nt with ntfttutory 
ttml rwiltttory provlaions, Wt» notiHl, how^vtir. that the co«t elTwtWenew of ua ng 
conlmel Poll^^tom hmi not b^n fully dutflrmlnwl uml rt»c^mm^nd©<l that K<luc4itlon 
monitor the iwrformnpcoof Itn contrnetom to on«ure cont ©ff«>ctlV9«wii;, The Oovorn* 
intent (11(1 not \mo any m»i Pijwrl^nc^ uniim prlfwt^? ^!oU<K!toni flrt<UiC4liicfltlon tn th^ 
only m^m <<> dttie tlmt \m pnl^rml Into lflr«fi hcrI© eoll§<3tlon eoiitrttct*!. 

I'Mucntioii in prcwntly in6nltorln« thi^ uurrf»nt contrttCtn, Umltir ihtm, the Ilepttrt^ 
tnont trttn«forw^<l to thti cOntrnctom nlwOt Wlifi mllUon of dpfttult^Hl lottnii, ^lucjtlon 
oxwcU lh0 cohtrticlom ovtir n «l*ypttr iwriml to collwt nt tenut 10 p<irc^ht of iup 
iimoiJnt iwwIgfiiHl, or $iVU million. Tho Donortmpnt rofwrtwl thtit tliroM«h Mny liO, 
I1»H;!\IH n»onthi> If^ tho contrrtct) Alnio«t 124 million, or olwut 4 |>0rcent. hw bwn 

Monthiy collcctlona have'increwwd. Only |4 million wim eollacl^ during th© Hnt 
i\ monthit of tim cqnlr^etft. while In the following 12 mortthi* collecUonr t©t«lgd 
olinoot »il(lstnilllon. KMlucwtlon pnJ^cU tlmt contritctor. colloctlonn, which totttW f» 
nilHIoh lii'fl/ictil mi will iw idknit 120 tnllllou in n»Cttl lOH I. It iKiinU to th6 bcc^I- 
tiriition oT'collrctionji nn cvldonco tlmt Iho conlrtictom will Iw »»oro iiucc«»*rul In 
ruturt! twriodji. ' ^^^^ . , 

Ono hwt obtKirvAtion nlwut tho uao of contrnct collwctom: 0MB dtkUm thttt con< 
trnclor iH»Tformflnc^ in humporod by currtjnt rrKulntloni which doiM^ bUow contrnc- 
torn to dirt^ctly hri/m «uit nguinHt dobtom. Injit«»ml, nccountu muftt be referml to Juii- ! 
tlcc for IKiKiitioiv a»ntrncton* cont^ind that thin Rrpntlv ntteciB thoir coHoctlon of- 
fortJi kxHTnueo llti«ation i» ono of tho nuwt lm|>ortAnt tooln ovftlinblo to private collec- 
tion ngoocloH. ' , I * .It 

Another Imrwrtont ifmuo focinK Educwtlon in how to resolve m longBtnnUlng Ac- 
counting nnd roportlntf l)robl<vnji. In fhwiil 1982. the Deportment wiw not nblo to 
Bubmlt to Trooaury ond OBM n rollnblo flnanclnl report on debt collection nctivitlc«, 
Ono Fxiucotlon ofllclnl cstlmntod n 25 pOrcent error rote in reported collations, and 
*OMn debt colhH:tion offlcinln exproiWMHl concenv over the qnftlity Mucfttlons 

^*"in nn lUtompt U) eHUiblinh reliable nccodnU receivnble Infornmtion, l*:<lucntlon hiw 
. converti>d old computer recorda on receivables, originiiled in. the former Omco of 
V Education, to a new format suitable for iU present accounting system. Tho agency is 
also in the process of reconciling computerlrod records to^ manual records to resolve 
diflcrenancics and cnsftro that accounting records are occurnte. ^ . ^ ] . . 
EducatioiT is planning many rfhortcterm reporting improvement* but ofncials bo- 
' liovo that the Itey to solving their accounting and reporting 'problems Is a long term 
effort teeinsUdl an information system Capable of hartdting all of the Department s 
loan \prdgrams. The Department has osscssed the information needs of each pro- 
gram and is presently evaluating various altei:nntive systems. While Edueation ox- 
a new system Vo bo installed during the 1986-1987 academic year, wo caution 
thaftho agency has had past problems in developing and operating an automated 
information system for the Guaranteed Student Loan Program. . .nao 

Atthough acting to improve ittfUebt collection program. Education s fiscal iwo^ ro- 
portcd coTloctians were abdut $0 million loss than in^ fiscal 1981 and tho ngency fell 
far short of iU OMR target. Total coUectitans as reported to 0MB by Education do- 
clined b'y 1 percent during the year to $653 million from $659 million in fiscal 19ol. 
Of the six agencies wo reviewed, this use the only instance of ah ogencv reporting 
declining total coUcctiorfs. At the same time, ^ucotion reported that ita total re- 
ceivables grow by over 5 percent. " I n 

OMB's formula for measuring, collection performance considers both total collec- 
tions and receivables. Tho-d«cneaso in Education's total collections^hen factored 
by the corresponding increoso in receivables, computes out to a $41 million relative 
drop in collections. In terms of the $226 million target for increasing collections 
given to Education by 0MB, the agency, therefore, fell short of the goal by $266 
million. , , . , r i 

Education official explained- the shortfall by pomtmg to the reduction of 700 in- 
house collector positions during fiscal 1982. They believe th^t tho private contract 
coUectora will eventually fill this. void, but tho contractorB will need.hioro time to 
Veach mftximUm productivity. Even at maximunv«productivity, however. thocontiTac- 
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i3 ^r'i!^?!.^*^ I «>!r*«l«f ^J/P><^ copMtoni for Oii^r, with ^uoi- 
"^JiW' ^ <?»Jnictoni |isa,6 mUUon tor « a-yuM* MrWS. 
OmcUli ^ mid tHA( l^uM of r^porUfti .dWiiyi^lho tmm of Uwilr niio«l \m 

?SS2^^*" wmputin« Uwlr eollootion ihoriftiil Tho ^mlywk OMK mvo ui for ,flawil 
leHil did not Includo lho«f omounti m coUoctionii moImI Bducotlon'i Unrot; Tho 
tim do not roprmnl UiekltocUoo of dolinouont Mi. Also, wo w«r« toldlim 
woro ^ Jnclu4|d,ln roportod collooUona ferffiSaJWI, 

Mttmpl^j^^ll Implfpntetlon of tko mVs provkiJn allow nM Uio of^l of m^ff^\ 
employ^* MlArloi to iMtiry.ipnoriil AebU t> tho rodomrdovomm^nt nhould 

Ijknt ftod ftbout 4l000 FcKUifftl omptoyMM who w«t» in dofiiuU on m million In 
dtnt lonni. Another provUiort rw^^lrfnn indlvldun i who.nnply for r^Klornl loam or 

eiuilor4to And. FioftHv. Kducotlon'; plumf lo Vofer ftbout WO.OOft d^llqueni borrows 
.to ^rodU^rpAUf thb y^r should ^ holp'ipur ^turo wltwjUowi. m eonclud^i 
^ m«y jftfttiinent, 1 will do hapf^ to imiwer ony Quoitlon» yoa or tho olhtr membon 

'mfty hiive, j ' 

Mr. SiMON.Thflnk your very much// 

Aji I IlitDnod to nnd road your otflteif^nt, I gnthor you tiro not 
-rondy to mako tho bottom-Hno dotdrmlnatlon .yot— or do you hnvo 
any fool for lt---ort whether It U mor© olToctivo dollurwlflo for tho 
Fodoral Qovornmont to go^hrough private collcctom/or havo' otir 
prooont flyutom, or whether wo ought to have a mix of tho two? 

Mr: SiMONrrrR. Wo havo noi had an opportunity Co evaluate that 
In ony d9pth, no I would havo to defer on any overoH pooltiona on 
that ot thin point. , 

A couple 9f things I would mention to the 8ubcom^nittoe;'howev* 
err it la Important that the coeUffoctlvoneoa determination bo 
made by any agency In deciding whether and to wl\at extent twiBe 
outfildo help— in this case, private collection {[mm. Also, I would 
stress that even In bur own regulations— and QAO has long colled 
for the use of private collation agencies as bne of the tools, as one 
of the private sector tools to help collect the Government's debts— 
but that this is intended to be a supplement to the agency's overall 
collection program. ■ ^ 

^ So, OS I say. we don't have anyjnformatlon at this tim? to pre- 
cisely state whether it is more, cost effective to u^ these outside 
firms and to what extent So. that is the best I think that we can 
provide you at this time. 

Mr. Simon. I am not soing to try to put words in your mouth, but 
it seems to me you are leaning in the direction that makes sense to 
me— that is, that the Federal Government collect whAt it can-*in a 
senpe do the easy ones— and then when you get to the really tough 
cases, turn them over to the private collection agencies. 

Mr. SiMoNETTE. That makes sense to us. I think that is a busi- 
nesslike approach ^x) this matter. I would also mention that— I . 
guess I can t stress this enough— it is important to have adequate 
financial reporting systems to help support that process because if. 
the agency does not have a good reading on the portfolio of its 
debts, what the age of it is, what debts are heading toward delin- 
quency status, as opp*ed to those that are recently collectable, the 
afi:ency is really at a great disadvantage to try to make the deter- 
mination as to what should go outside, versus what their people 
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Mtiuuld iK^ trying io aAkd. Bo I cm% uirm enough inuKirtniH'^ 
0( tfCKHl (InAneinl nynletm to »up(K)rt th^t droc#iid< * , 

Mr. BiMPN* Ancf which bringn up unotn^r qu^nUoni I ilropptKl in 
ttt the Chicitgo office/ where imy w^m worklnjaf on coUc!Ction«, and 
ono of th0 pointa the emplaya^ made wrw thftt our ^ulpm^nt l«n't 
ttdwunttJ to rmxWy fallow thpua VHtrt^w, Wo ftrf> not doing the kind of 
job thftt wp rt>nlly ought to do, You arts not gt^ttlng your n>ont>y'» 
worth out of u« b^ftund w© don't hftvo th^ right kind of fKiulpment, 

Do you htiv^ anything to offi^r on Ihnt? 

Mr. HiMONms:. We ^v^ m\\ «wftr§ it^al Department of IMuca* 
tion, a§ 'm\l m mwm\ of th^ mtijor ggenoles in the Oovernmeni. 
hnvii had probloruH in ,tho nrmx of flniinclal iiy0t4jnu<, including tho 
ii(bquacioi4 or iniidiHtuncioti of their miuipmont to HUpfK^rt tho<«o hvh* 
^ tomH, and wo havon!t oxnmlnod in tho Dopurtment of ICcIucation ^ 
thoi equipmont problemfl or ovon i\B ovorall financial iiyatom^ proc* 
«fiH. but we are well awaro thf^fe nw !najoi^*j)FQblem8 thero* And 
this ii one of the koy problems, koy factora that throughout the 
flovernnumt, an wo have looked at tho dob^coUoct|on aroa-ovor Uui 
^pitHt ^overal yoar^, that haM fallon far i^hort. Th/ My^t^ntH and tho 
ftupiKirting iHiulpmont far thono »yBttMn«i \n basKv out of date iU)d 
\u\H imiu negiectiH^ov^r tho vear^, and without that, tho collection 
programH juHt HUffor tremoncfouftly. 

Mr. SiMfON. I have a full commilt4)o rno<aing ixl^o, Wo may have 
to rocoHH juMt brlofly. I am going to turn thin pvor to ono of my col - 
leaguoH to chair. iJooa it mako nenm at all— I confotm to being a 
Httlo provincial, coming frcfcn tho State of Illinoia-'-to cl6«o an At- 
lanta office and a Chicago ofnco and have nil thojGoUoctiona done 
from ono end of tho country? From San Franci»co» you have to 
' make collections from Maine and Georgia and Florida n» well m 
tho Mldwo»l"=*-« 

Mr, SiMONEvrK. Mr. Chairman, wo have no Informatton, we have 
not had ^n op|)brtunity to examine into that particular question. 
One of the thmg» we would certainly want to do right at the outset 
would bo to obtain the Department rationale that move, what 
wAH their baMis for that action, then try to nrijV some judgntenta 
bawod upon that, ™^ 

Cc^rtalnly it i8'imi:>orl^mt that* the people bo in the right geo- 
graphic locationft to collect the debt. We can't say that closing or 
consolidating ofTices into one or two ofTicea is bad, per so, but it 
would bo important thai the oeoplo bo at the riifht places to at- 
tempt to collect the money, to lollow up on the dehnquency, ^nd to 
try to take action in a timely manner. ' 

In connection with the timeliness, again that. is one of the things 
■ that we have seen in the debt-collection efforts over the past years, 
that the longer debts become delinquent, the older it gets, the^more 
difficult it becomes to collect that. I think that stands to rftoson. 

Mr. Simon. I am going to ask one of my collengues, Fiiinl, you 
have sehiority, about 30 days before Tim, on this subcomr^tIee--I 
am not surc.J will oak my colleague to take over. ♦! ' 

I would also like to submit sojne questions in writing, if you can 
respond to thpse for the record. . 

Mr. SiMOhittTE. Be happy to. * 

Mr. Harhison [now presiding]. Good morning. I think i^e ought 
to ask M^. Penny if he nas any questions at this time. 



* ' Mr. pENNYt I am curious to knojK about the 700 employee risduc- 

tion in the Diepartment'of Education. Is that thcTesult of the clos- 
ing of the^ offices,; or were there jSurther f^uctigns^lsewherG in 
the depai:!pient that helped brin^ tltot total to 
Mr. SiMONETTE. I would like to^ ask one , of my/dolleagiies to* hfelp 
.. respond tip^that;^.::^ ^' i ]''■- ■:-] 

V Mr. MXrto^ 
dfrt« efitt'li(Br that the 
o^er to fiwccon^ 
fei; :^ :thii^ 
|;v^^5;pjM^ 

; w fempbraiy 

, no expei^tiqri f3r fi^ : ^ 

Mr. Penny. -/iliosei^ 
> loans were hired witH ian j^^ 
> ' ily be long-term employnien^ - ' ; . 
Mr. Marts. They are caUed term employees, meah^ 
specific ^rm of time to accomplish a specific job. Our understand- 
ing is that they often were ^not fuU-tiine employee^^^^^en th 
^were terminated^ in the corresppndanc'e that we have seen Vfroni 
these employees, various contracts^ they adihit themselv^ 
never expected long-term employment/'^^ 
■ ^;'a little of a surprise. " -^^^^ ^■■■'■.'■f-. ■ V^;'':;::/ 

Mr. Penny. What wae the ju^tificatiori for lajahg off the 700 -em- 
ployees? Was it* directly related, to the aiithbritjr^to pontract but? 
Mr. Steinhopf. Basically, t to reduce their per-- 

* sonriel strenjglih by, I believe, SOO-some -positions and this was the 
means by which theiy chose to do that. These were term employees 

V and, therefore^ they would not have to go through a RIF proc^^^ 

Mr. Penny- TFnder the requirements to ^(?ut'back total personnel 
in the Department,, this Department chose to accomplish most of 
those reductions in one fell swoop, in pn6 particular division of the 
Department? ; ,■ \ -''''^'''^ry-/- 

Mr; STEINH0FF. Yes. 

Mr;* Penny. I identified here that you are now conducting a 
study of the effectiveness of the private collection agency proce 
but in your study of the Department's efforts to collect, did you 
identify strengths or weaknesses in their collectibh capability^ and, 
-JjLso, cari you outline some of those for mie fi^^ 
what impact a 700-einpIpyee r€fduction in that areia might haVe on 
-the capability of the Department to meet its objectives? 

Mr. Steinhoff. First, this is an area where these problems have 
built oyer many years. During fiscal year 1982, we found that they 
made strides Jnjrnem areas to try to get a long-term, viable pro- 
gram on line, and in iny view, one of the key tWrig^^ 
collections at the schools in that the bulk of the money is collected 
, at the schools^ '• ' , • / .; ' ■ 

Wh^n we talk about the in-house collection staffs when we talk 
about the private^ collection groups th^t are how involved, we are 
talking about $50, or $60, or $70 million ia year, which is roughly 
one-tenth of the total collections.* Most of the money is collected out ' 
of the schools. They did work with the schools during the year. 
They h^e provided default rate goals. . 
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I believe it -is very key that yoa have some inceptive to collect 
and by saying' to a sajhool, if ypur default rate exceeds a cert^ 
rate, you will get no new funds, or if it is between a certain range, ^ 
your funds will be reduced for the year, those type of things I think: 
will result down the road in a better overall debt collection process. 

There w6re several .otherHhings they did during, the. year. They 
hs^ve, as John mentioned before, the line on 47,000 Federal employ- 
; ees who owe $68 million and they already have startedytp collect 
against those debts. They go to. the IRS and they have better and 
more current mailing;addresses: So - there are many , many things 
they haye.:dorie. ■ ^ ■^"V>^■;•^•■■-:■"^■'V■"v:^^^■^■:/:••:";"■■ 

We found that they had a very comprehensive plan^^hich in bur 
view, addrfessed most of the long-term problems that theyjiave, but 
these things will take time to resolve. It will take timfe for the 
schools to be doing the job they should be doing. It will take time 
to do many of the things that the Debt Collection Act of 1982 
allows them to do. , ~ ' / 

Mr. Penny: I do have some other* questions I would like to ask. I 
am told though we are needed for a quorum downstairs and we are 
also needed on the floor for a vote^ and so I will hold any additionr 
- al questions until later. 

Mr. Harrison. I just have one question. will probably pursue 
this with one of th^ later witnesses. Do you have any idea what 
percentage of the stiideiit loans that go into default kre eventually 
discharged ^sa result of a bankruptcy pi*oceeding? 

Mr. Simon. The iiext /v^tness is no strmiger to this room, Ed El- 
mendorf, Assistant Secretary for Postsecondary \^ducation. If he is 
here? , 

He is here, I see him back ihete. Pleased to have you vath us. 

§ STATEMEr^T OF EDWARD ELMENDORF, ASSISTANT SECRETARY 
FOR POSTSECONDARY EDUCATION, DEPARTMENT OF EDUCA- 

^ TION, ACCOMPANIED BY RICHARD HASTINGS, DIRECTOR OF 
MANAGEMENT SEIRVICES, OFFICE OF STUDENT FINANCIAL AID 

Mr. Elmendorf. Good moriiing, Mr* Chairman. * 
Mr. Simon. You i»^y proceed as you Wish, reading your state- 
ment or putting it in the record. y 
Mr. Elmendorf; I wpuldn't dare read it. / 
Mr. Simon. OK. I dp ask that you put it in the record. , / 
^ Mr. Elmendor^. I 'will try to summarize the main points' in 
• about 10 minutes. / 
Mr. Simon. Great. / / 

Mr. Elmendorf. I would like to introduce, oif^ny left, IVh*. Rich- 
ard Hasting, who is the Director of Management Services for the 
- Office of Student Financial Aid, He also is the. student Ipan collec- 
tion expert within the Department of Educatio^ I will give him all 
. the Kard questfons and I will take all the easy o^ies. / 

We appreciate being here this morning. I understand the topic 
we need to talk about is loan collection activitiesJHaving heard 
some of the prior testimony, I do now agree that /they have some 
misinformation which should be corrected for tl^e record and we 
will do that this morning. 
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It is commonly known that there.is a megor problem in Ihe Fed- 
eral Government— the Government is owed a great deal of money, 
as an institutionMk)oking 'from theVfield into the Federal* Govern- 
•meiit, my major concern was only with the national direct student 
loan. However, working from the inside but and hdving the respon- * 
sibilities for student- loan collections, gives me a much different- 
perspective, one that I would like to share with yoif^^ttxis morning. 

There jire, I beUeve, some causes for the^^^^^^ 
in the past. I thmk one 0^^ 

tion and neglect; that have iievelopM;'^^ t'hne^ : • ^ 4^^^^ ; ^i : 

• f ThiB 8€^ 

that :the Grpyenimeht's fble^is lit) b^^ r<ms iii^^ leiMing^ money but : 
to be rather lenient in tiying to cbUect its debts.)^^^^^^^^^^^:^^^^^^^^ 4 

The President has decided he Wants to change ttiat arid ii^l981 
he acted to . iWrect all the Federal ^agencies to improve their infor- 
mation management, their tinanciaX managements their^fundt. dis- 
bursement and their debt management systems. Iw fact, under 
0MB Bulletin'9311, a r^uirement as imposed on all Federal agen- 
cies that they upgrade their credit management and debt cqllectipri 
practices, arid within the 'Department of Education, we have esfcab- 
li3hed. a credit management task force ai^d credit management 
board'which is doing just that. ■ 

Before we get specifically into the \juestion? which you asked we 
be prepared to discuss, I would like to talk about some accoiriplish- 
merits in the area of loan collections withm the Department of 
Education. In the past year, the department has implemented a 
niimber of very major initiatives, sbme pf which have been dis^ 
cussed by G AO, some of which will be discussed I believe by Mr, 
THomas, but they emanate directly from action by the Congress in 
- the D6bt Collection Act of 1982. : ^ 

We have; enhanced our own performance, contrary to the prior 
testimony, in the area of the Office of Student Financial Loan aind 
Student Loan Collections and one important thing that should.be ■ 
recognized is that the Debt Collection Act of 1982 gave Federal 
agencies, for the first time, the same tools to use in collection 
which the private sector has had for years. That, I thii^k maJces a 
m^br difference in our ability to collect and it is a major difference 
1 think in terms'^bf performance that we would show you as piart of 
our testimony. 

Three of the major initiatives I would like to alddress this morn- 
ing deal with the referral ajbility of delinquent borrowers to the 
credit bureaus. That has already been mentibned once; the salary 
offset activities against Federal employees in defaiult on student' 
loans; arid the full implementation of the private sector collection 
contracts. cV 

On the first — major initiatives— this is one I believe in tim^ will 
be shown to be prbbably one of the most persuasive tools in loan 
collection,, and that is the referring of delinquent borrowers tb 
credit bureaus. ' 

As I mentioned before, until the Debt Collection Act of 1982 we 
did;not h'ave that authority. We have negotiated agreeme^;s with 
major credit bureaus for nationwide coveragfe with respeOT to the 
fedef ally insured student loans and national direct student loan de- 
faults assigned to the Department. 



We hiav(? established procedures and systems necessstiy for cr^ 
. bupeau reporting, and dkpect that we will be; referrinjg about 
/500,000 defaulted NDSL §cc6untsAhis yeia^ 

The second major effort, 1 am sure yqu mayhave heard about, 
deals with measures bf salary 'offset provided agam under the Debt 
. Collection Act ^of 1982 against Federal isinployees^in diafault 'on 
their student loans.- f / >v . ; > ^ 

We coriduct^d ^|&omputer match wWch identif^Bfl abo^tM6,80^ 
employees in default ori^ amount out- 

standing of approjdmately, $67.7 million. :^ / V * 

' X>As-'6f Ma^^ 

5ter of $2(S mUliofi^ > 
' had been^md in full. We haye^^^^ 

; teady and we haven't yet effect^drthe SEdai^ offset procedures and 
wonit probably Until late Septemb^ 
chance to cl^ar through the timing procedure^"* pro 

■.thdia\^;'--. . ., ■^■-■A^-.'r." . 

The>.5econd, in addition^ has sent pkcka^es of procedures and 
practices to about 63 ^^ehcies or department heads outlining for 
' them the efforts underway to colliect f r6m Federal employees whp 
are in default, meting the schedule 0^^ 17 for all Federal^ 

employees to come iahd pick up the list of all default employees 
M^ithin their department There. wUl be^^ by 
individual agencies to directly collect from the employees. If unsuc- ^ 
cessfui, they w^I refer those emj^lpyees to us for ssJary offset. 

The third aiptivity deeds mth'^.^^^ private sector collection con- 
tracts, r note a taajor p^^ questions deal with that. We ' 

have ^ully implemented how two^maj^ private .sector contract col- : 
lection agency proyisions. The coritractors got their first paper in 
"January 1982, so we. have got about a year and a half experiences 
with the priyate sector. We have options up to 3 years under those 
contracts;'' ' * 

Since that tiirie, we have transfeinred about 400,000 accounts to 
tH^ 2 contractors value'd at $641 million. Overall, we expect we 
could contract for over $1 billion $lt)0 million ills paper that Sis in 
default. cs • 

These improvements have contributed to increases in collections. ^ 
In fiscal year 1981— this is to correct the record— there has been a 
50-percent improvement each year in collections since 1981, despite , 
.the reduction in employees, and in fiscal year 1981, we collected 
$46 million in defaulted student loans. In fiscal year 1982, $55.5^ • % 
million. In fiscal year 1983, we are already.at $70 million, and yve 
will probably collect in excess of that number. 

In spite of these Accomplishments, we think more can be done 
and we are going to be recommending some legislative proposals to 
■the Gongress for approval. One of those proposals is to modify the 
procedures for* disbursing funds under the FISL program. We 
would like under that program, to ^jave essentially the same au- ■ 
thority that now exists for the State guarantee agencies, and that 
is for a collection to be made payable»both to the student atf d to 
the institution as copayeei^. JThat would allow I think some assur- 
ances for the potential for overpayment to be reduced, for the risk 
of no-show defaults to be reduced, and essentially, for us to catch 



:^ ■■ ■■■ ' ■ - • ^ . . 

the funds before they^ get out the door and^come into default 
claiiniaituation and collection situation. T 

^ Second, w^ ^U probably be asking Congress to allow for a great- 
exchange of informMion on student defaulters with credit bu- 
reaus to be shared with the State guarantee agencies. Under cur- 
rent law that is not allowed, We would like to have that changed 

, 80 we can open up tliat process^ Far more in* this case is 'better 
the Inspector Xrene^al, I bdifeve, will testify that we Heed more of* 
the upfront *kind <ff systems che6ks; -This wd;ild^ be one of those 
system checks that might prevent dollars from^coming into default . 
in the first place. . ' ^ r - ' ; * i ' • 

-The third legislative proposal will be^ try^^^^^^ 
denj; eligibility requirements to provide that a studentmay^^ not 
ceive any financial aid if tjiat student still owes a^^j i^ 
grant or bverpaj^ent situation, :or any other situation, or ^is in de- 
fault on a loan made under title 4 at any institution. Eight-tiov^, ^ 
upder current law, if a. student borrows iihdgr the guaranteed stu- 
dent loan at one' institution, into Jdefault undisr that institu- 
tion, leaves theJState arfrf goes M^^other State,,they may, because 
of the* lack of collection and bailahcfe in the system, be able to start 
the process all over again. We wottld like to conclude that.; 

Fourth, we believp that the 6-year Federal statute of limitations 
for filing suits for collection of loan^'shoiild^ply to the guarantee 
agencies as well as to. the Federal Government. It does not that 
now. If there •were flowed, the 6-jrear limit would apply to the 
guaraiitee, agencies, or if the Statei limit iss longer than. 6 years, thii^ 
Ignger liipit .wdilld apply. - \ ' ' \ ■ 

There is another Jegi^lative. proposal— it has been mentioned 
onceVthat is, the Department' of Justice has recently submitted 
legislation to contract with^^private attorneys for litigation of Fed- 
eral debts, including -student loan accounts. That authority does 
not now exist. All of those accoimts- must^be litigated directly by 
the Departnlent of Justice. We belieye that J;he threat , of prompt 
litigation in thesfe cases by private attorneys in cases where it is 
Vl^arranted, would have a 'Positive effect on cpll^^^ , « . 

The other points I- would like to make— because you did mention 
the credit management program, and it is a major project within 
the Departmd^it of l^ducationr-we h^ve learned that in-terma of de-* 
livery of student financial assistmice for students enroUfid in post- 

. secondary that it is very complex'artd time consumiitg project. It is 
complex, we 'think, because 6f the l^roroduct of the iatudeHt did pro- 
grams wh^ch has-* been tremendous, Sihe complexity of the :;stat utes 
and the diversity of theseinStitution participants. ; — 

' -Even the financial aid. community has questioi^efd the approach' 
to the curreijt del^iy systems- and asked whether there isn't' a 

h better way to deliver the s^e dollars. .We agree. Internal evalua- 
tion ^ndGAO reports both 'have questioned the .effectiveness 'and 
e^ciericy of the. current delivenr system. 

ThI Secretary dirfected the/ [Comptroller 'of the ^epTartmeht . of 
Education to form a Credit management program, tp review the 
current delivery systems, to evaluate modifications . and develop al- 
ternat)iv^s to the syste'mv What the Secretary essentially wants 'is 
an effective management information system, ap' auditable financ- 

• in^ mariagerjient Isystem, and an efficient and effective debt man- 



agement system \^Jo reduce administrative .'costs fqr all parties, inV 
eluding students yahd^ institutions, and better * comniunications 
: amoing all^j^articipantS; , ■ ^ i " ^ ' • - ' ^ 

In doing lhat we contm^d with two out^i^e prol^ssipqal con- 
tractor ;We have done tius in conjunction with a top level credit 
jnanai^ement board mthinltne Department, composed of the Assist- 
ant Secret^jy ari^ above level. %estiiighouse '^Corp. -was charged 
with the responsibility to identify aiic.alteniati^ 
be used to get the iPederal student i£id dollars Jbb eUgibile recipients 
in correct amt)i^nte anil ffi a timely way,^ Advanced T^chfiolpgy, Inc. ; 
is developing an fi^^ 

the various delivery systems. Tlife tdtal cost fbrybotjv contracts i8' 

$673,000;;^.: ^'.../-v,^' ^ v .V' ^'-''^^^ ^ 

In addition, the department has held pubUc^.he^ra 
major cities to solicit coniments from tHe public regarding in^prover. 
ments in t^he process. ^ ^ . / J \ v ^ 

Now, to get to your specific questioris.^P'riv^ife collesto^^\sto 
area of concern. We received the first assi^ed l<3[ans\for cpAection 
in 'January Currently, the privati^ ^^ncie^ are re^pcnSsibfe for. 
abouf 400,000 accounts valued at approximately $641 miHiori: As of 
May 31 of thb year, the. private agencies l^ad collected' slightly 
more thail $21 milliori: As of Jiine, it irf ' \ 

' We should keep in mind — I' believe thi^ is Icontraiy^to. orfe of the 
^statements, Mr. Chairman, that you made — that* ml of the con- 
tracts th^t he hlid,' the schools/themselve|y the lenders, and other 
^private collection ^agencies contracted fqr by institutions, >yere 
^^unable- and unsuccessful |n attempl^ng'to collect. In other words, it 
is "what wowld under normal circumstances m a corfSoration or 
business be considered clearty for writeoff. We ieel tjiere is poten-^ 
tial recovery. Tbat^is one of*^ the \reasons why private coJ^tractors' 
have- bejen used and w^ are propSsmg legislatipn mat private attor- 
neys be used'^^to try to get those dpllars bafk into me- Treasury 
before they have to be considered a peceivfrolfe IJlat has beehswrit- 
teij^off; / \ ■ " \ - 

The Federal and private ejection effort together in 1 m6nth, 
the month.of March of tWs rakr, proc^qed $7.4 million. That ex- 
ceeds by a million^axid a half me best^jmonth thiat we have ever had 
in the history' of the loaij completion' program.^^e paid out to the 
private collector contractors about $7 million in commissions. That 
represents about 30 percent of 'jthe $23.3 million that we have col- 
lected. In other wordsj we^^are pkyinfrertit about $1 for every $2 that 
we collect apd that $2 we feel are dollars thSit never would be cbU 
lected, and the track record is there to show that they haven't been 
and aren't being collected. ^ - : 

Natur&lly, <6r historically, the going rate for outside private con- 
tractors is between a third to a half, or 33 to 50 percent. The paper 
that is being sent to our private collection agencies is second refer- 
ral- paper and third refe^^Tpaper, acid that rate approximates 
^out 50 percent 'and claims even beyond that. So^ we feel that 
there id a reasonableness the 30 rMarceht 'that is being paid for 
the collection^^^^of dbUars th^t hevje:^^^uld have been cbllectedjiln 
the first place. 5 

In response to your question about the dbllar amount and the 
nuniber^pf defaulted loans, taken together as of the end of fiscal 



yea/ J982/ ths? guaranteed* stuHent loans, that is, Sfkte ageiicy 
loaxi^, old FISL loans And national direct student loans, there is 
about 2.4 million loans valued at over $3 billion totally, that are in 
default. And of that 2.4 ihillion loans, $3 billion, about 1;100,000 
loans are "T^ational direct student loans, - some of which are in de- 
fault at the institution; othere have been assigned to the depart- 
ment and kre'^ default within the department's Tjecords. 
The aqiount outstanding/^: the national (Jirect student loan pro- * 
i gram at the Tnstittrtion ^nd assigned to the. department is bver a: 
V bilUon ^dollare V'TKe^^^^g^ jprogram has about a 

$1,300,000 ,^ef^ult^ about' '$2^ 

have been luaiie oto" ^guarantee .agencies by the Government. W^; 
have^about $878 million of'that amoimt as^currently outstanding. * 
Itrrepreseiits about 490,000 defaulted /bfeowers. That * ^^^^^ 
' amotirit, MiS/ Harrison, that is not . being ccjlected^on, that is the 
ainount*thaf is still outstanding. . ? if" ' 

I would like to mention that^in additionfka. the de{>artment's ef- 
fortSftto collect the national direct studentlbjans ^nd FISL, we were ^ 
^veryrjoncerned about ^amounts owed^tto's^ As yo^u 

know, the departoient usually pays IQia^i^c^nt of the default claim, 
to most-^ guarantee agencies m most Staties., As of the end of fiscal 
year 1982 about ^4 percent of f he total aflibuht of laans made^were 
made under the old FISL prc^am. Ovejf^«9&^erce^^^ are 
being made by State agencies. As of Sep^^er.-30, guarantee agen-- 
cies have paid— that is^n 1982— ab6ut\$l|^fen i^efault to lend- 
ers,' wfiile the Department has' .abdto/pSB mfl^^ or'' aUnost 
$900,000 paid to lenders under the old program-. , 

...What is al^rmirfg is the fact that in 1980, the guarantee agencies 
.paid the lendor banks about .$l. million in defaMt daims, -while in 
"^^1982, that ambunt5Cjumped to $218 million, and viie are projecting by 
1985 that guarantee agencies will pay lenders about $450 million in 
'^ default claims. So the growth in that progrart,' in terms of claims- 
psdd, is tremendous. One hundred percent of the cost is reimburiSed 
by Department of Education, as,you are well aware. ' ^ 
r I \yould conclude by s|^ng that the reviews of the guarantee 
agency is something I fou^hd; left merely not considered in some of 
the management action within the agencies^^^?^ last year, wie : di- 
rected every one gf our- regional offices to review every one of' the 
• guarantee ageiTcies, every year , as a matter of ti:ying to get; special 
attention to claims*»^and collpctioiis and developing standards for 
due diligerice.^That is being dbnci and by the end bf "this |^al ye^ar,^ 
we will have a reccfrd of review of every guarantee ag^cjgiy every 
regional, office in every State. 'WQ also have forthcoming legislation 
. twhich WJ5 hope will strengthen the guarantee agency's collection ef- 
forts. . ^ 
This concludes' W statement I and Mr. Hastings would be- 
' happy to answer your questions. - . - 
V Mr. SikQN..Thankyou. - / ^. , 
' [Prepared statement of gdward Elmendorf follows:] 

PREPARED St>^ement OP Edward M. Elmendorf, Assistant Secretary FOR 

PosTSECONDyvRY Education, U.S. Department OF Education ^ ^ 

Mr. Chairman and members of the. subcommittee, we appreciate this opportunity 
t9 participate in the Subcommittee's hearing^ on loan collection efforts at the Feder- 
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SlaW,>ind institutional levels and to discuss the Department's loan collection ac- 
- f'^it*®^ stu4ent financial {distance loan programs. Before addressing the 

itenis sf>ecifi<}^lly mentioned in your letter of invitation, I would like to briefly 
' ^e%w the Department's recent accomplisl^mente^n this area, '-v , 

,j^We^e proud of the progress we havfe made in improving our coUection.efTorts on 
; "^rF^.^^^V^P^ student loans. In the pa^t yfear:we have implemented a number of m^'dr 
, initiatives'-whicK hiiye enhanced our performdndfe: full implementation of private 
•Ei^sector collection agency^coiitracts; more tiirfely use of Internal Re^nUe Address Lo- 
cater Services; improvements in Colle<;tion sy^cn software which have *^habled us 
to more effectively address the. new authorities prpvided by the peht Collection Act 
of 1982; development of the procedures to impli^ent the identificationyocatibh, ' 
and salary offset measure tq^coUect from FederaLpmployees wit^i-defaultel^tud^riL. 
loans; and_impIementation of administrative procedures which eflfible us to report » 
def^iulted FISL and ^^^SL'assignedl)orroWer8 to consumer crMt bUroaus, 
^ 'These iiAprovementrliave oontdbuted to air increase in collQctions^m a level of 
$46 million ^n fiscal year 1981, $55.5 million m^fiscal year 1982 and current collec- 
tions^ a rate which is expected ^ result iff^xce^ of $7Q^miflion f^r fiscal ^ear 
■ * 1983.' ' *■ • , • ■ . ^'^^ 

- These all-time high collecflon figures Mvfc been 'a direct result of the combined ' 
, Federal-private agencjy collection activity. As you know, our private collection con- 
tractors receive their first assigned loans fer collection in January of 1982 This 
cooperative: coMection activity for example, prodiice4 $7^4 million in collections in 
the inofitK^March alone, which exceeds by $1.5 millibn ihe highest previous 
monthly totair \ ■ _ , , ' ♦ ' ' 

are proud of these accomplishments, and we believe that even more can be 
done bv the Departments to build o^ii them. In the near/uture we will Ine siribmitting 
• a;" Jegislative proposal, Th6 Student Loan CJdllectiotf X&proviement Amendments of 
> 1983, to further improve debt collection activities and default recoveriftft in the-stu- 
^ dent loan profefams. Included^in that^'legislation are proposals which^^otdd:* ' 
f . Modify the procfidureT for disbursing funds Under -thp FISL program. Under our 
prtposal, loan checks payable to the student and the institution as co-payees, would 




V Expand and mpdify otn- curreRt reqi^ehiehtis f* exchanging Tbformatioik on stu- 
«mfrdefaulter^5i^tl\ credit to Provide that S&te guarantee ageiwies, as well 



tfie Secretary, IdS authorized to exchange such information, 'piis jvould reduc6 ^ 
■ new defaults wWle improving C(^ections,ton eating defaults. ^ v,'/ ^ ^ 

\ Broaden thfe students eligibility reqiHrfements to iJ^pvid^ that a student may not 
receive finlancial aid if; th^ut^ni owes a reTund on a grant or^js in 'd^fdult on a 
lo^n m^de under title IV^aTMy institutiijn. Currently, the lawj*f5vides only that a' 
student in defaulter owing a refund may not receive fiirther aid k the same school.^ 
Provide that the six-y?ar Federal statute of limitations for filincf siu^r collection 
of a-^loan woUld appht to-^araht6e agencies filing such .suit*^fthefN*licabl^^ 
hmit IS longer, the State few woulditill apply. Sinc!fe thes^q^Uis are Kderalfy reSi-* 
sured and subsidized, the Fedej- ^ statute of lipiitationS on recovery actions should 
be the mmimum; ^ > , 

In addition to these Departmentfiffl jpropisals^ the Department of Justice »re^tly 
submitted legislcftion to the Congress for th^Attomey General to contract withpri- 
vate attorneys for the litigation infelving Fed*^ student loan' ac- 

counts. We believe' that the threaflrof promfliUlitigation in th&e instances where - 
such action is warranted will hav^ positive Iffects. In the aJfert term, the United. • 
States will be able to secure aridliiiforce judgmenfe in^ th^ cases where people 
have the ability to pay but have simply refused?* to ^onor their obligations. In the 
long term, thq deterrent value of promj^; litigation will ^tand as a.retainder to those 
who ai:e tempted to ignore their deb|s. V % * . 

Instrumental irt the.Depariment's^fibrts to Impriivfe.upon its creditp-managoment ' 
and debt collection activities is its Credtt^anagement^ Project. Let me S)rovide the' 
^ Subcommittee with a brief overview of the lU:pject. * <. ( 

Over the' years, the means of delivering financial assistance to students enrolled ) 
in postsecondary education has evolved into a very compJlex and time-consumihff / 
project.. This complexity is a function of the number of student aid programs th^ 
have been initiated in response ^ increased manpbwer and financing requiremenST 
the C(vnplexity of the statute, and the nd«pber of different irfstitutiftnal participants " 
in- those programs. As tbfe delivery ^stew has evolved, the financiaTai^ommunity 
and other participants have regularly asked whether there was not a better way to 
accbn^plish the delivery of student a^istant;e\d(^rs. Additionally, an internal^^" 
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partment of Education* evaluation and several General Accounting Office reports 
have questioned th^effe^stivenesa and efficiency of 't|[ie present delivery system. 

In an Effort to improve the current systems.^the Secretary directed the Depart- 
ment's Comptroller to form a »Credit Managements Project which has the goal to 
review the" current delivery systems and evaluate suggested modifications in and al- 
ternatives to the current system. The results of the evaluation will be presented to 
the Credit Management Boai^d, chaired by? thp Comptroller, who will present its rec-, 
ommendations to the Secretary. ^ , 

The objectives of the systems improvenient effort include the establishment of: an 
effective managemeijt mfomrfation system'; 'an auditable financial manageirient 
-'system; an efficient' funds disbursement system; an effective debt management 
.system; reduced administrative costs to all parties; and effl^iye communication be- 
tWeeit all ■ partiofplints. ;.' ■ ■■ •'. . - ■ • • •• •u\ - '• . , 

, . The Crwit Manage*ment Pltyect h contracted with two^professional service or- 
ganizations, Westinghouset Information Services and Advanced Technology, Inc. to 
assist with the systenld improvement effort. These contracts cost approximately 
$673,000. . ' ^ . 

* Yout letter of invitation xaised a number, of specific* questions with respect to our 
private collections contracts which I would now like to address. 

Since the implementation of the private agency contracts, they have accounted fot 
22 percent of the total Federal collections ($23.3 million of the, total of $104.2 million 
since November 1981); They currently account for 30 percent of the monthly totals 
since January of 1983. * ^ ' 

>At present, the private ag^ncies-a^e responsible for 400,000 accounts valued at ap- 
proximately $641 million. Their actions on these accounts, on which the Depart- 
ment, schools, and lenders have pursued collections in the'past, are currently pro- 
ducing an average of $1.7 million per month on these hard to collect accounts. 
Prior to 1^^> when the private collections co;itracts were signed, Federal collec- 



tors pursued t«e following tollection efforts: ^ I 

1. Attempting to locate the debtor through any or all of the following sources: In- 
ternal Revenue Service's Address Search Service; Manual review of the file for 
leads; Postal tracers; Directory "Assistance; Department of Motor Vehicles; and 
Other" manual efforts on the part of the collector. 

2. Periodic mailings of default notices, bills, and final demand letters to default- 
■ ers. . * . ■ 

3. Telephone contact with the defaulter to initiate repayment if a home or work 
telephone number could be obtained. ^ _ 

f} 4. Preparing and forwarding of accounts to the Department of Justice S^U.S. At- ' 
torrjeys for litigation on those costs where the debtor had refused to pay, and met 
tl^ Department of Justice's requirements for litigation. 

The private collection agencies currently under contract to the Department of 
Education are required to perform all 'of the actions listed above, with the exception 
" of the litigation step. Accounts which are candidates for litigation must first be re- 
tuirhed to the Department of Education before being forwarded to the U.S. Attor- 
neys. * - 

Between fiscal year 1977 and fiscal year 1980, the 'Department of Education col- 
lected $134.5 million in defaulted student loans. The total portfolio or value of ac- 
counts being handled by the Department as of Septeniber 30, 1980 (the end of fiscal 

• year 1980) was approximately $900 million. 

The private collection contractors have received accounts valued at approximately 

/ $641 million, with collections totaling approximately $23.3 million through June 30, 
1983. While this raterof coUectfon ipight appear low when Compared to the Depart- 
ment's efforts prior to 1981, two points should be made. ' : 

, All accounts transferr^ed toijthe private-sector agencies are accounts that the De- 
partment of education, as well as, schools, lending institutions, and/or other private 
collection firms have been unable to collect in the past. Many are very c^d accounts. 
NDSL's must, by law, be in default for two years before they can be assigned to the 
Deparlirnent. Tiie accounts transferred to the private agencies are accounts that 
would eventually be written-off if collec"tions can not be effected by the private agen- 
cies. In total, $7,026,314 has been paid in Commissions to the private agencies. That 
represents 30 percent of the'$23.3 million those agencies have collected. 

Our typical cojlection experience is that debtors do not usually pay their entire 
obligation in full when we are able to reach them. Instead, Wfe wind up with repay- 
ment schedules in most cases, tfhis leads to what is known in the trade as an "annu- 
ity** effect. That is, th^ work expanded today in contracting and negotiating With 
the borrower continues to bear fruit for some time into the future. Thus, the typical 
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curve for a collection firm tends to be a curve accelerating over time as these month- 
ly payments continue to accrue. 

In order to better illustrate the efifectiveness of the overall strategy that wis have 
implemented, we have attached tables to our prepared testimony which reflect rele- 
vant statistical data on the sucqbss of the private agencies. 

Specifically, based on the average monthly balance, the charts illustrate actual 
dollars and percentage of dollars collected by the private agencies' as compared to^ 
the total dollar value of all accounts transferred, the percentage and dollar value of 
all accounts which the private agencies have converted to a current repayment 
status, and the percentage and dollar value of all accounts on wHich the private 
agencies have ever received a payment. % ' 

In response to your questiofli as to^the dollar amount and number of defaulted 
loans, through fiaical year 1982, the laBst year on which the Department has officisd 
statistics, the total number of student loans in deTault in the GSL and NDSL pro- 
grams *is approximately $2.4 million, valued at apprcftdmately $3.02 billion. The 
NDSL program experienced nearly 1.1 million defaults with a valuie of $1.02 bil> 
lion. In- the GrSL program there have been slightly more than 1.3 million 'default 
claims representing $2 billion in default payments. Currently, we estimate that ap- 
proximately $887 million of that amount is still outstanding, representing an esti* 
mated 490,000 defaulted borrowers. , • 

I should note that while we are all concerned about the efforts of the Department 
under NDSL and FISL, we are also very concerned about amounts owed to guaran-* 
tee agencies — on which the Department generally has paid 100 percent of the de- 
fault claims. In the early 1970*8, FISLP accounted for more than 50 percent of the 
annual GSL loan volume (in dollars). However, in fiscal year 1982, FISLP was only 4 
percent of the annua] GSL volume. 

As of September 80, 1982, guarantee agencies have paid a total of $1.09 billion in 
defaults to lenders, while the Department has paid $896 million to lenders under 
FISLP. Because of past increases in GSL loein volume, default claims paid by guar- 
antee agencies and reimbursed by the Department are Vising rapidly. In 1980, guar* 
antee agencies paid lenders $107 million in default claims. In 1982, that figure had 
risen to ^218 million; We project that in fiscal year 1985 guarantee agencies will pay 
lenders $450 million in default claim^ Agaiil, about 100 percent of the cost will be 
reimbursed by the Department. 

We will be focusing increased efforts on the* guarantee agency programs. Each 
agency will be reviewed in fiscal year 1983 with special attention being given to 
claims and collectionis and to the development^ of standards for due diligence. In ad- 
dition, the legislation we will be submitting will contain a, number of provisions to 
strengthen and support guaranty agency collection efforts." 

Mr. Chairman, I hope that this testimony has been informative in identifying the 
♦ I>epartment*s recent and proposed activities to improve collections in the student 
aid programs. I will be pleased to respond to any questions the iSubcoipmittee mem- 
bers may have. _ - 
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Mr, Simon* One oftho questions is, I conroBs to a little provinciol 
bins t;k6ro> sinco the OhlcnRo ofHco is one or those that is being 
phased out. or Is being ottempted to be phased out. There is a 
charge made by sonrie of the employees involved that what is hap- 
pening is you ere Just phasing down the Qovernment collection end 
of it to save some dollors. It costs a heck or a lot more dollars than 
you^'are saving, and you end up, turning a great deal more over to 
Ihe private collection agencies. I guess niv question iS| is that true? 

Mr; ELMKNnoRP. Noj thtit is not true. We have a record-r^f vou 
have the chart there, that shows the history of collections within 

'^tlle. Department since 1970 and before, and subsequent to that, you 
will see that fcbo reduction of 700 employees back in 1081. as the 

. ijecretarial decision has not in fact resulted in less Federal collec- 
tions, The increase has l^een actually in both categories, Federal 

* collections a slight increasoi and contractor collections, a signifi- 
cant iricreaBe, and even more Bigntilcant increase is exfiected in 
1984. 

So, the growth in amount of dollars collected is not at the ex- 
pense of dollars left uncollected by Federal employees, but rather 
in accounts that couldn^t be collected in the period of time that 
those employees had the accounts. 

Mr. Simon. What is that old other collection? What is that? 

Mr. Ei*MENDOUK. We have collections from other payment of 
BOEG, wo have collections from program reviews done on institu- 
tions that are not in compliance— Cuban loans, SLIF loans. 

Mr. Simon. What vou are doing is not in an attempt to meet a 
mandated target, reducing employees in order to say you have re- 
duced the number of employees and just shifting collection over to 
the private sector? 

Mr. Elmendorf. Let me go back one step. You mentioned we 
were closing the offices.^ That is not an accurate statement. What 
we are doing is shifting the loan collection function that exists in 
three rcgionaLoffices— San Francisco, Chicago, and Atlanta, into the 
most productive of our offices, which is the San Francisco office, 
leaving the office intact and leaving the other mcyor functions in 
the other offices in Chicago and Atlanta fully intact. 

In fact, we expect greater productivity in the area of program re- 
views, and in fender reviews and guarantee agency reviews for 
those employees out there. Chicago, as you problably are well 
aware, is one of the regional offices that has a nigh number of in- 
stitutions that should oe audited on jnore than just one or two 
times every 5 years, and we would like to improve the review of 
the institutions out there to find out if they are complying with the 
regulations and the statutes and whether there are liabilities that 
we are totally unaware of. We can't do that now with the burden 
placed on 3 regions to do major collections and 10 regions to do 
all of the program reviews and lender reviews. 

Mr. Simon. Are you saying that those employees there now are 
going to be shifted to auditing functions? 

Mr. Elmendorf. We are going to make no effort whatsoever to 
tamper with any of the full-time permanent employees. You heard 
testimony before that there are temporary employees, and we are 
dealing only with temporary employees at this point who have 
been given no expectation of full-time permanent service. In facti 
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undor th© IftWi they ure there only for e temporary period of time. 
I think they have been there for 8 yeer* nt left»t, or 4 yearn. 

Mr Ha0Tinq«. Some of thocie employeen have been there for 
longer than that They were hired the nnit time we had the term 
employment authority ai well. * 

Mr. BuiVKDoar. We expect to take ilb action againit those em* 
ployeei In fiical year 1088. . ^ , 

Mr. Simon. You expect to take no action an a result of the 
amendment In the Senate 

Mr. EuMKNDoar. We expeal to take no action agolnat thoie em- 
ployeoa at all in flBcal year 1983. We do have a work*force reduc- 
tion number that I think you heard teatimony on before that af- 
feeta the whole Department, affecte the Sl*IF ftinded employeea-^ 
StlF, the itudent loan Iniurance ftind^ out of which theae collec- 
tions are paid. And we do have targ^ta for 1084 in that area ihat 
we are going to have to meet and« my expectation in there will be 
acme activity in the area of workload reduction in the flacal year 
1084 year» as a result of mooting those targeted figures. 

Mr. Simon. And you consider the Senate amondment and Senate* 
report language simply to bo a mandate for the balance of this 
fiscal year? 

Mr. Eu4XND0Rr. I consider it to bo informative instruction to the 
Department to not tamper wlth^ I think the number was 882, in 
the fiscal 1988 year. 

Mr. Simon. And as of October 1, you are free to do whatever you 
want. , _ 

Mr. ELMiNDonr. As of October 1, I would think that we could 
continue whatever management action that is necessary as i^dg as 
the numbers are known. Wo will get a new set of figures from the 
Office of Management and Budget before fiscal year 1984. Thoee 
figures are not yet known. There may be an increase; there may be 
no increase; and there may be a continued reduction. But we are 
dealing with a decision that was made by the Secretary on the alio- 
^ cation of resources within the Department and we are supporting 
that decision. 

Mr. Simon. What about the question about centering everything 
in one end of the^ Nation, which means the Federal Government— 
loees some efficiency; phone costs, and other things. 

Mr. Elmendorp. I think I will let Mr. Hastings deal with the 
technical part of it, but basically you remember the collections 
claims both were in all 10 regions at one time and the chart shows 
that at the time when they were in all 10 repions. we collected to- 
tally about $92*million. Since we have moved to three regions and 
consolidated, we have maintained the Federal collections and at 
the same time improved them slightly. 

We also have improved significantlv outside private contractors' 
collections. We nOw have a great deal more data on which to base 
not only the location but the dollars collected per collector, for the 
last 18 months both private and Federal. And/or to make uniform 
management decisions our sense is that we have very good produc-. 
tivity data to select out the most productive of the regions in terms 
of their collections ability. 

The location doesn't seem to have an effect. In fact, it might 
iWork to our advantageubecause on the west coast our collection ac- 



39 



tivlty rea}rd ihowi we an» ttble to eaq^taet peapb At home from 
work better thftn we are »t work, end ih6 S^hour difference In time 
eDablefliH)ur mUectom on the weet ooeet to reech eent, count delin« 
quent4efeulted recipiente much more eeally. 

Mn SiMOHt So, Ai I understenfl your peph here, 1979, thnt h eu* 
mulfttlve totftl? 

Mr. Ei*MiMDORra That in everything' 

Mr. Haitings. 

Mr. HAimNOn. Ye^ sin On your point conciirning San Fruncim:o« 
in the package of chnrU we gave yoUi I think the fifth one there 
ehowtt our Snn Franclaco regional ofTIco collection doUarH, and lhaU 
in backed up by Atlanta and Chicago, they are nil io the anmo 
scale, aa it indlcatea* The general line ther#i theae do require a 
Uttle interpretationvOreen at the top la cumulati^ 
dotted red and blue linee underneath are iubeeta of the green line 
and repreaent the FISL and NDSL proporiion«. Then the bars 
down at the bottom are actually montluy flgurei. 

Ttio important point i« that we had collected 126.8 million during 
the periml of time indicatetl in our San Franclaco regional ofHce, 
while at the name time we collected $22,7 in Atlanta and $18.7 in 
Chica/io. 

A faacinatinff thing to look at ia the next aerien of charts right 
behind that which ihowe the experience with our collection agen« 
cioe. Now, Mn Horn ia teatifVin^I Ju«t oaked him to be iure I waa 
correct in my facta— the PAVCO contract which ia locate in Oak- 
land actually doea none of their coUectlona anyplace elae in the 
country excoot Hrom Oakland* And you will nota that of^he three 
contractors, they have collected the moat m^ney« 

In fact, I believe t am correct, QC for both of their Atlanta and 
Chicago contracts, they do use other locations than the two head* 
quarters cities. I know they use Baltimore and Houston, for in« 
stance, as two cities from which thoy do actual phone contracts. 
You are not going to collect from people un]<»a they a^ home and 
the time advantage works to our advantage in that regard, I be- 
lieve. 

Obviously, there are some increased costa with respect to tele* 
communications from there, but after divestiture of AT&T, 1 am not 
sure what that Is going to mean with respect to the way those 
charges ore going to broa)c out. 

Mr. Simon. One of the complaints from the private agencies, 
when I talk to them, is the fact that two collectlom for all practical 
purposes have been dven all the business. No. I, why only two col- 
lection agencies, ana No* 2, was there a competitive bid basis, or 
Was it political favor? What was the basis for it? And then jn the 
same i:onnectlon— I have a memo and this is in contradiction to 
something that Ed Elmondorf said--^! am not sure this is accurate, 
but my memo says that PAYCO receives 43 cents per dollar from the 
department for collection pn the NDSL, and 38 cents on GSL. The 
other collection agency only receives 24.5 cents. Yet when we 
switch to San Francisco, what we are going to do Is end up paying 
more money to the highi^r cost credit ogency. 

Now, that is a whole s^^iries of questions. 

Mr. Elmendorp. Let me just answer the flnit part of that. The 
process on the decision was made by the Secnrtary in March 1981 



to go with outside private collectors. Based on a ^^B 
ilton study which concluded; after (extensive assessment l^hat they * 
could find no significant difference between Federal collectors or 
outside contract collectors,^^ a^ two 
pilot contracts in two-regions^ -y'/'J. 
|v: PAYCO was one of the pilot contractors . We used that experience 
and made the decision;Ht went^t^^ 
Sp^ified ;in:t^ 

more than pile contractor; ; - ^-;-':''--"_:< 

: Iii: fact, it at least two diftereiiVcontr^ 
ble essentially for comparative piirg^ses and cost purpose to look at 
the 3-yeaT track recotd of both of tK^^ ^ jsee if ^^cre w;m a §ign 
-cant-difference..-/!^ :J:.-^.:Ll...L:-yV^ '.ry .^.^ X~ .^^.:S^^^[-',^.S 

' We can't at this time give you the kind oif information I know ^ 
you would like^elative to a cpmparisbn between the two 6^^^^ 
productivity of the two because wp are in negotiations ri^ 
for the third year of the contract, iahd we; are in a process of decid- 
ing a number of management decisions such as the number'^f ac- 
counts and to whom and for how much and the negotiating at es- 
sentially a new price. 

The 30 percent is the average anibunt of commission paid out for 
the total amount of dollars collected. You are specifically correct in 
saying that we had contracted for 38 and 42 percent with PAYGO 
and that essentially was based on their experience with the quality 
of the paper that they , had for their region, which was the San 
Francisco region. : : : ^ 

We have been, 1 should say, in ia unflattering way, very pleased 
with PAYCO'sj performance in terms of the record before you; it 
shows clearly that they are doing the job in collecting the dollars 
and tiiey are improving significantly. 

Beyond that, I don't think I would like to make any fiirther com- 
mitment except the track record in the last 18 months has been a 
good one. Mr. Hastings can deal with it. 

Mr. Hastings- I would add one point, a couple points. If I recall, 
it was a competitive process, it was not political favor, and in all 
three cases, there are three contracts, although there are two con- 
tractors, all of them were awarded to the officer who had both the 
best technicfd proposal apd the lowest price. / 

The package that you have there, the third^^ragraph/from the 
end, I believej it is headed total contractor coUe&fcion dollars net of 
commissions; this is the net^ collections 
ipinus the commission paid arid the rat^ to get it striaight. 

It is 43 percent for Ni)SL and 38 percent for FISL paper for 
PAYCO for the first year of the contract. . 

Down at the bottom, we have the monthly collectiori figures and 
the three lines at the top are cumulative. 

The interesting thing you will notice is that in January 1983, de- 
spite the fact that they have a commission rate which is about 80 
percent higher^ the net back from PAYCO exceeded that of the other 
two contracts and continues to exceed them for the last 6 rhonths. 

And on a cumuliative basis, as you see, they passed the Chicago 
contractor, cumulatively back in March, and are fairly dose to ex- 
ceeding them in Atlanta as well. 



Those are the kinds of considierations we are looking at. There ii^ . 
a difference between cost and pric» and 5 percent^^ . 
nothing, if we don't collect the money. 

Mr. Simon. So I understfUfijd the prpceiss^^ 
-peixent^d:38-percent.and; ih 

Mr, HAfifWNfds.^^^^^ is correct. ^ / v . 

^ Mr. Simon. And the others bid 24.5 percent and that was the low 

Mr. Hastings. That is correct There were three separate cbinTE)e-"^'^^^ 
titions held. There was a pr6visk)h^ m^^ 
vyin more than two of three contracts thatv^ 
* We wanted to be sure we woiUd h^ 
-tractors^One^pther point iibbtit Avl^ 

didn't address— we discussed that one iat^ withiii the ^ 

•'Department./' V ., 'v' v'' '"'-'' ■ 

There were those who iargued^^^ w^^ ought to let 1,000 flowers 
bottom in this area and certainly^ w^ maxi- 
mum amount of cbmpetitidh in this area^^ ^ " 

We. are also faced with: some realities, however. W(b were the— I 
believe I am correct we were this only agency that had separate au- 
thority before the Debt CJolle^^^^ to use private collection 
■ agencies.'- '['\-'- '- . • ./ ■, ^ ":'--y' - l.'''' ■ ' 

There have been all sorts of horror stories about the use of col- 
lection agencies and people calling late at night and hserassing 
phone calls and this sort of thing. We obviously were sensitive to 
those issues and we wanted to be certain that the people who were 
acting as Federal agents in a fairly delicate arc^a were representing 
the taxpayers in a professional manner, and we decided right up- 
front that thes^ were going to be liye-in cgntracte M^^^^f^^ were 
concerned. We were jgoihg to be 0 in 
business every day, because there; are also sbme decisions 
could hbt delegate on the contractor including things Jiike cancella- 
tion, compromising the debt if we had an offer from the debtor^ 
those kind of issues which only a Federal employee could decide; 

So it was necessary for that purpose as well. 

That ojt>viously preisented us with some logistical problems^ be- 
cause we couldn't have dozens of contractors involved in the proc- 
ess. , ^- :^ ■ : 

We now have a couple of experience. We have generally been 
pretty well satisfied so far as area is concerned, we have virtually 
ho documented complaints fropi these, and wei will bie offering 
some additional paper on the street later in the year, and we 
expect that there will be small business set-aside for some of those. 

Mr. Simon. Mr. Packard. 
, Mr. PAcifCARD. Thank you, Mr. Ghairmani' 

Let me follow up a little bit on the private contracting. Some of 
the questions were answered. - 

Is your general plan. Dr. Elmendorfj to put out more and more of 
the collection process to private contractors? ' 
^i^Mr. Elmendorf. The plan is at this time, and in the foreseeable 
future, to have a mix between Federal collectors arid private collec- 
tors. It' is a healthy mix for this rieason. 



For those employees that are civil servantSj we are givm^^ 
essentially the best paper to* look at first, and they have 120 days 
to look carefully at that paper and try to get it intoTepayment. 

Failing that, we want an alternative. An alternative has been to 
use private collectors; The track record for 18 months - has shown 
^they-do in fact-coUecfc^paperrthatjcbuldn- 
'employees. . ^ ; \; ' -'V^.j. . . '"''\.''' , 
:SWevtWrik^that^t 

pap^^iru^ 

been there, £^d the Federad em^ 

dollar, 'if you vidU, for paper , that i^ bit easier to collect on. 

Mr. Packard. How long are your contracts With those collection 
■■•agencies?'- — -.-^ ^: ,v-~J"-^--^--->— 

Mr. Elmendorf. They are 3 years, I believe, and they expire in 
i985.- "-' , , ." ' 

Mr. Packard. You review their performance contract before they 
^re renewed? 

Mr. Elmendorf. We are doing that right now. 

Mr. Packard. You mehtione^d in your testimony, the no-shows, 
those that do not come and enroll in the school after they receive a 
loan, what percentage of defaults can be attribut^^ 

Mr. ELMENDOiRF. It is very difficult to tell. That kind of data is 
not collected by the school nor is it collected by the guarantee 
agency, and these are primarily pieces of information that the Gov- 
ernment does not burden the institution collecting. 

Mr. Packard. I am wondering if there couldn't be a better proc- 
essing system to screen that a Utile more closely or to tie loans, 
timewise, when the money is distributed to actued enrollment pro^ 
cedures or other procedures that would tighten that up somewhat. 

Any studies on that? 

Mr. Elmendorf. That is a main part of the public hearing- that 
we held'on the credit management effort to develop an alternative 
delivery system. Just simply to answer your question, the purpose 
of the alternative delivery system is*t0 try to remedy the deficien- 
cies in the current system so that we can, up front, before the dol- 
lars are every ]^ut out in the hanjd of the students, ^fiave as many 
checks and balances in place to assure ourselves that the funds are 
going to be used for educatibnal purposes. 

Mr. Packard. 1 would sussume on those kinds of loans, that if re- 
payment doesn't take place within a matter of weeks, after they 
have made the decision not to enroll; they are virtually uncollecti- 
ble because of the reasons that perhaps some of those loans were 
sought after whether they were legitimate or not. / 

But if they don't make a conscious effort to repay, and obviously 
it is not going to be used for the purpose for which, it was lent, then 
I think we would have to question the motives of the individual 
that received the moneys. ' 
^ Mr. ^LMENDORF. Excuse me. There is one other prevention in 
place, it is in place in the 'guarantee agency. Each State has thie 
option of a copayee arrangement, where the student and the insti- 
tution are both on the check and both need to sign it. That is one 
way, I think, to take the risk out of that, and me private sector 




ta$Ii^ force report is also redommehdihg mul and 
thajtf is under consideration n^^^ r 

think that is very important that you don't diis- 
burs6 all of the money befor^ 'it is needed. It oiight to be disbursed 
as h€f(^ arises, and that would be a lot more cdxitrol, it would 
-appeaiJ^vtp-mer-^^ 

. In collection procedures, arid techniques, do you consider re^ 
Mrritingi.jbr rec the loans in the, case where it is needed, 

ipr do y^^^^^ money? / 

p Mr: E^^iENDORF; You sbmeoriiB ;wh6 is in dirie : straits? ■ 

Mr. jiPiflliipKARD. Someone is in default, you are able to communis 
cate v^th them, is rewriting a loan or reconstructing one of the al- 
ternat^^fes? ^ '^ T • ' . 

Mr: Elmendorf. do is they temporarily go out,-gO- into 

delinquency, they go into default iand^ w^ back on sched- 

ule again, at a later time. That is primarily true of the NDSL ac- 
counts. Is that true in the other accounts as well? 

Mr. Hastings. In both programs, if the borrower has a problem, 
he can go to the school or lendor and ask for forebearance or possi- 
bly even having the note recast. ' 

Once we get the^ipaper, however, they are long since past that 
point. We are required to go after the full amount, as the first step 
in the process. If J^here are legitimate reasons why people are 
unable to pay, howeVer, we do agree to pa3anent terms in probably 
the majority of cases at thiis point. 

Mr. Packard^Y6u mentioned that there iis about a little over $3 
.billion that is iiT default at the preseht time, which is a substantial 
ampunt( Is the money that you have available for loan purposes, in 
the current or succeeding years affected by the recovery rate, so 
that the $3 billion that may be in default now is not available, for 
loan purposes, or does the Government come in and add to your 
pool on an ongoing basis? 

Mr. Elmendorf. Yes and no. : 

No, it is not hurting or endangering the amount of capital availa- 
ble under the guaranteed student loan program or any amount of 
money that has been assigned by an institution to the Department. 

However, for a portion of the $3 billion, the National Direct Stu- 
dent Loan is defaulted paper at the institutions, that would come 
back to the institution if paid upon, piit back onto the revolving 
fiind and recycled. • ■ . , • , : / / 

So that is true that fpr the institutions they are to collect, they 
are risking having additional funds available to new students from 
those^ func&^repaid. V « ^ 

Mr. Packard. I suppose there would be a penalty for students 
who are innocent of the problem, those vyrhg are seeking loans, new 
students coming into the loan structure, if we set up some kind of a 
program under which the number of dollars available for future 
loans would be dependent upon the recovery rate of existing loans 
a program structured so that if they don't collect the money^ then 
they have that inuch less in the Dap 

.1 suppose that wbuld penalize the program rather than really get 
;at the heart of the probfem, is that correct? 

Mr. Elmendorf. There is regulatpty action j;hat was proposed by 
the Department that is just beginnmg to work, and we looked at it 



from a different perspective. Any institutibii that had a default 
-rate in excess of 25 percent was precluded from receiving any new 
Federal capital. > 

TheVe were 630-some total institutions in that category. There 
are about_420-plus of those institutions that were receiving capital 
n£Har>TOre receiving tha| capitel becaiise^^^t^ default rate 

was in excess of 25 percent ;0 : 
gr; That is another way, flow of funds, of:: 

putting pressure on the institutions, too. 

Mr. Packard. That is the conije^^ 
an all-or-nothing kind pf^arrahgement. 1 am wonde^g if you just^ 
subtract from the eligibility of that particular institution what 
their collection rate default rat^ would be ■ 

Mr. EijyiENDORP. We dp that. I should have stressed that 25 per- 
cent is" the denied between 10 and 25 percent the institution is pe- 
^ ncdized by not ireceiving new capital, the amount they should have 
collected, which they didn't. 

Mr. PACKARD.'That was the point I was wanting to make. I have 
taken more time than r should. I appreciate that. 
Mr. Simon. Mr. Penny. 

Mr. Penny. Mr. Chairman, I am interested in finding but the 
overall default rates for various programs. 

Mr. Elmendorp; GK. The guaranteed student loan program, 
which is the largest of the programs— I believe you will find a 
statement in the testimony that breaks thirUs^ra— it is 11.5 per- 
;cent, tlie default rate: That is based on about $Ssi)illion in State 
da^^ and FISL paper, in default over about M7.3 billion of 
Vv inatu^re paper— that is, paper that is eligible to be paid on now. 
|^; :- 0^^ National Direct Student Loan, the Overall program^de- 
iT^akult rate is about 15.9 percent. That includes all the money that 
^| thfe"iristj^^^ dup theift plus the amount of money due the ^ 

Government dKthe^b^ 

ment from the institution. ^ s " 

That comes to over $1 billion of about $6.4 billion in the matured 
paper. The institutional loan of that 15.9 percent has about a 10.5- 
percent default rate. On $671 million, in default at the institution, 
over about $6.4 billion overall. , . 

in other words, the institutional portion of the $1.2 billion but- 
standing is $671 million at the institutions and the rest is in the 
hands of , the Department to collect. » 

The difference in default rate is 10.5 at the institution and 5.4 in 
the way of paper assigned by the institution to the Deijartment for 
us to collect ourselves or, as ohe person had phriased it, tp be the 
collector of last resort. * ^ 

^ That is essentially what we see our role as being. 

Mr. Penny. Do the collectors at the Department have the author- 
ity to settle an outstanding loan, defaulted loan, at a lower rate, 
at a lower amount just to say, "We will write this one off?" 
Mr. Elmendorp. On the basis of a genuine dispute in numbers? 
Mr. PfeNNY. Write this one off at an amounf lower than that. 
• Mr. Elmendorp. Just arbitrarily? 
Mr. Penny. Can they negotiate, do they have the authority? 
Mr; ELMENDORP. They have the authority to negotiate. 
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Mr. Penny. To settle thpit loan that is in 'defa]jilt a 
amount than is' owed. fflL « i "\ • r 

Mr. Hastings. They^ave authority within the /statute and *theV 
joint standards promulgated by the Depaitmeai of Justice and ^ 
GAO. ... . . '.. .■ V- ' '-^y/-'?'- 

Mr. Penny. What are those parameters? ' ] - ; ^ ' v ^ 

Mr. HASTmos. Well, you have to loot at the ti^neJ vettue tifc^ 
money. For instance, ^^tf 

fered ^ pay you $10,000 oh the spot; to comprd ^ 
worth Of inter^t, you hkve to think long and h 
If there is a dispute with respect to the quality o^ the jekJu^^j^ 
they received, we sometimes are forced to r^ogn&e re^ties^ 
those, particularly in the case of closed schools, fey i!nstanc| ' 
(^es where there has been fraud involved, 
school. ff] J^y^'''* 

Small balance accounts, you have^to look at me cfet of collecting 
versus the expected return. Often we will take le^ Gfen/i4dlyj we 
try not to compromise the principal, howd^er. ^ 

Mr. Penny. Do you have written criteria that- 

Mr. Hastingsi. Yes, sir. , 

Mr. Penny. Can that be*submitted for our recc 

Mr. Hastings. Yes, sir. 

Mr. Penny. Do private collectors have the same, A««L..wvi^ ; 

Mr. Hastings. The collection agencies have the &ithO^ 
we have given them, and we have given them gu^de^hp^ vidth^^ 
spect to what they can discuss on the telephone 
that debtor. , ^ • . . # 

They do not have the final approval authority, tHatTmul^b^ done 
by a Federal employee on site. \y:':%\':'. ^v^y>k^' 

Mr. Penny. The private collectors or private collection S^en^ 
would have authority to settle a loan at a lowisi^ a|ii6uht than is 
actually owed, but they caii't do it unilaterally^ they have to have 
that approved by the Department. e v ; q - ^ 

Mr. Hastings. They have 'the authority to disdtiss the acceptance 
of it. They do not have the authority to make the ctecisibi^^ / 

Mr. Penny. You explained to Mr. Packard that; the Jp^ 
lectors can initiate a rescheduling of a loan in order top: assisjt th^ 
repayment. Do you have any kind of chart that ighqgjfs us, has^^ 
those loans, that have now been reschedided, how Ifiuch v^Ui 
in over ftie next few years? ^ ^ 

Mr. Hastings. Yes, sir. ' '^y 's-^r^^'^r '^-y- ' 

Mr. Penny. I don't think that has been submitted; : U ' . 

Mr. Hastings. It is riot in this chart. In fact, I^am' /ha 

Mr. Penny. That would be helpful as' we track the suice&s of thfc 
private collection agencies. It would be gqod for us to/ know ho^ ' 
much is just building on their past success i^d how puch is new • 
success. ',;*■;■ .J; .. 

Mr. Hastings. We can tell you the totailvaliie o^all tff t^^^ 



Mr. Hastings. I believe so, yes, sir. ' '^-/v 
Tfir. Penny. Can you give us more specific data On that? ' 



Mr. HASTiNiss. The way we got into this business in a big way, 
back in the late seventies, when we had over 1,000 term employees 
in 10 regioiial offices, was that this was simply an area which had 
been grossly n^lected by the Federal Government for years, the 
paper just piling up and piling up/'tad every time an appropriation 
was made bjSthe Omgress to hire c<rflecto 
tions seenie^ W disappear, s^ theyl^t d(^^ 

:vpeople^riSspoM 

Theil&Bt ad^ 
has continued toi defiQ v^ 

sons why this first chart looks the way it does; between 1981 and 
1982, when we laid off 700 emplpyees, is because of the fac.t that we 
had pretty much taken care of the backlog of unworked accounts * 

We have developed, both through labor aiid through ^proved 
systems, when a claim is paid how, in the case of a FISL loan or in 
the case of an NSDS.^hen we accept the loan, it is automatically 
keyed into a computer system which generates three billing notices 
to the address we have. 

Of course, we are using IRS skip tracing service. In fact, we have 
been using them for several^ears. That gets us the biilk of our 
money without anyone^gettihg on the telephone calling anybody. 

In addition to that, bbviously, differentiating about the value of 
the account, we go fuj^her in the process with Federal employees, 
skip tracing and attempting to find another source of information 
for those people whom we are unable to contact, or those for whom 
we do have a good address, making direct telephone contact, if that^ 
is at all possible, and then we are using the collection agencies as a' 
back-up partner in the process. 

Mr. PteNNY. Recognizing that yre have an increased number of 
defaulted loans each year. ^ 

Mr. Hastings. But not at the Federal level. That is an important 
point. The $3 billion we are discussing is not at the Federal level. 

Mr. Penny. When you take into account the guarantee, though, 
that can fall back on the Federal Government. . 

Mr. HASTiNC^.JQiat is correct. 

Mr. Penny. Then the collection is our responsibility. 

Mr. Hastings. Yes; we have— in factr the bulk of the money that 
is in the default, thpugh, is either the direct responsibility of the 
schools, in the case of NDSL or guarantors in the case of the guar- 
anteed loan program. 

Mr. Penny. I would appreciate some information on the total 
outstanding defaulted loans and then how that dollar amount is 
changing from year to year as a result of those collection efforts. I 
would like to see on paper that we are, in fact, whittling away at 
that backlog through these efforts. 

- Mr. Hastings. Let me be clear how you are defining hacklog. If 
your question is on the stuff that we have direct collection respon- 
sibility for, my answer stands. If it is with respect to other people 
who have direct responsibility, then there are some differences. 

Mr. Penny. I would anticipate that in putting together the infor- 
ihation, you could* differentiate the data in that way. 

Mr. Hastings. Yes. 



Mr. Penny. Finally, in this chart which shows the collection ef- 
forts of the Department/ and private colkctors, dp you include th^ 
origination fee in the blue portion here? 
Mr. Hastings. No, sir. 
Mr. Penny. You do not? 
; Mr. Hastings. No. • > 

r Mr. P^ was a 

I dispute bcitween the Department and the 0MB about whether the 
i origination fee was being used to bcHsf up the Department's cbllec- 
^ji:tion.fees..-;:"jV;/-\;r ,■■ -ii..^ '■''\%-/--y\-/''-'-'^-:y-'' 
Mr. Hastings. I am glad you raised that question.^ 
Mr. Penny. I would like to go- 
Mr. Hastings. I would like to correct the record on th)at matter. 
GAG, I think is right, I thiftk they perhaps haven't fead^^t^^^ 
mail recently, but this chart deals only with student loaiffl. It is my 
imderstanding that the Director of 0MB sent a letter to^^ Comp- 
troller General a couple of weeks ago with respect to wMt the De- 
- partment of Education targets were, because there werJsQlne dis- 
cussions back and forth betw^n the Secretary's Office ^d|the Di- 

- rector s Office about the inclusion of exclusion of loan Orifflnation 
fees which was in excess of $100 million. , |i ] 

I think that the new figurei is not the $250 or $60 miMoA shortr 
faU for the Department, that GAO^ <^^ is somitMng $49 

million, and^ most of that $49f miUiop I am sim^ Secat^ 

the terget kept or the bajse kept mbvmg duri^ 

There hais been a 5-peircent growth ^ i^ 1 i,' 

So far as student loans arejpncemed, we, iri fact, didtaeet, the 
Department did meet, in facflt exceeded its FISL and NDSL tar- 
gets on the school NDSL collections and the State- guarantee 
^ agency collections, where we really have moral persuadon is our 
best tool, plus the regulatory provision NDSL that Dr. Elmendoirf 
just discussed, which really started to bite in last year, if 

We did not do as well as^e would like to have done.'|We have, 
however, for instance, in the guarantee-loan area, ju^t reached 
agreement with the National Council of Higher Education loan 
programs to establish minimum due diligence stand|urdsfiWhich aU 
guarantee Stelte: agencies will follow in the coUectioiiM^ paper, 
and we have also reached agreement with then* conplaiiig the as- 
fiiignment of some of this jpaper to the Federal Gov|fi|iri6nt, prob- 
ably not directly, for collection where agencies are t^lble to eSTec- 
tively cbUeict it themselves.; ^ j ^- -1' 

Mr, Penny. TTiank y^^ 

Mr; Simon. Mr. Gunderson. ■l:^' ; ■ 

- M^^^^ you^ Mr. CBairman, and fcaiijf ! imagine 
anything in the whole area of student ]teriahcial assis4^ im- 
portant than this whole area. I hope that the chairmto^^ 

ue these hearings in SeptemW when jWe don't have jiufte^the legis- 
lative press of husiness we dp in to 
get at what can be done legislatively to increase the collections and 
decrease the defaults. ' .. .-. :\ ■ ' . 

I ckn tell you that there is nothing that threatens th| student 
financial aid program more in this country than 12- id 15-percent 
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default rates. To try to defend that out ^^re in the country to the 

people IS impossible. I think you know that, and we know that. 

. AYhat r would like to focus On is a couple of different prospec- 
: tives. I know that in looking over your testimony^ that you are 

ping to submit a Package, a legislative pacfcage; to expand and 
- hopefully improve the colieci^ion proceds. 

; _ fa there anything above to beyond that legislatively that yoii 
we can, or, should be doing, I mean draatic^ action, I mean 
anythmg.to the pomt of even consideration of consignment or gar- 
nishmg of wages to getimg tougher on the school^ administering 
the programs? ^ . ^ 

_ What do you perceive in the area we can do that could improve 
the collection and therefore^araiTtee the positive credibilitv of 
the program? . • & ■ ; ; 

Mr. EiiMENDORR Let me try to approacji that from two perspec- 
tives. I think because of the rapid grow;th in the amount of claims 
P^cTi r^?^? ^P^^^ paying the State agencies, with that going 
to $450 million estimated for 1985, the Best thing we could do is to 
put systems collection in place by developing an alternative deliv- 
ery system, or one that we think has in it the necessary require- 
ments or elements, in letting the money out the door that allows us 
to follow the money through th6 institution, and after the student 
leaves the institution, to their place of emploj^nent^ so that the de- 
fault problem is one that doesn't^ occur wheiAhe student decides 
they are not going to make their payment, but if^occurs whe^they 
start filling in the infonhation to /^rrpw^ the jn6ney in the first 
place. ■ „ . *■ 

The better we can track the information through i the whole ot 
ess, that is a long process, it goes through mtoy hands, institution, 
btate agency. Departments, student, the bank, regional ofTice, we 
have to have a common element. ■ r"":^.':-: 

^ That is where the credit management system and project for de- 
veloping alternative delivery is the most crucial things I think, of 
any that we could develop to take a bit but of the prospect of in- * 
creasmg the amount of default in the studeM loans. . 

The other itemsj such as coming down hard on institutions or 
commg down hard on the banks, they seem to be piecemeal ap- 
proaches. Yes, I do think efforts-^br legislative efforts to do that in 
a way that would yield good results, should be investigated, but my 
major concern is to catch the dollar before it goes out the door, and* 
then to follow it once it does. So we can get it back into the Treas- 
ury, if the studeiits decide to go into default. 

I think, as I mentioned befbre, I think one of the'* "significant 
things that was done by Congress under the tJebt Collection Act 
was the ability to allow us to report defaulted student borrowers to 
the credit bureaus. 

A consumer, once they leave college, is going to be buying appli- 
ances, and automobiles, and cars, and they are going to need credit- 
they can get that credit if they pay off their student loan ' 
ifto^ not ability to ^efer that information to a credit bureau 
until 1982. I think that isc probably going to have a very serious 
and dramatic effect on collections. 

Mr. GuifDERSON. One of the problems I Jiave s^n with the whole 
repayin^nt of student loanis, and I have received confirmation from" 



many college students in my district, that we simply require repay 
ment too soon. I* 

We are talking about a 6-month grace period before repayment is 
required. I have, in my office today, an intern who is completing 
her summer internship, she has completed c6llege, ^he is trying to 
get a job, trying to get a place to live, trying to. gcit furniture, 
:tryirig:to.:get a car.:---" ^ ' V'^;' ■. ^ ■,: :'-:--:\-^ ' ■ 

There is no way that she can do all of those thmgs to establish 
her independence and at the same time, within that B months, be 
able to make these initial student loab payments. I think she is 
going to be lucky enough to get a job. 

Most of these young people in the economy today aren't even 
able to get that job in 6 months. » ^ 

Do you have any kind of figures that indicate what percent of 
the defaults are ^defaults that occur, say, within the first year of 
their rescheduled repayment? ' 

Mr. Hastings. I am not sure we do at the Federal level. I am 
fairly certain we could probably get you some information on that. 

Mr. Elmendobp. Directly from the States. The other thing I 
might add to that, keep in mind the Government has paid the 7 
percent for the student and special allowance to the lender to float 
that capital for 4 years. ^ . . 

The amount that the student pays back is only 7 percent. That; is 
a pretty good interest rate, and a low interest rate, and in those 
cases where students have borrowed $20,000, or $15,000, through 
their graduate years, that payment at 7 or 9 percent would not be. 
an onerous one after 6 months. 

Mr. GuNDERSON. What do you project the average repayment is 
rfbi; a student completing 4 years of college? / 

Bir. Elmendorp. Average repayment? 

Mri^ GuNDERSON. Monthly. 

Mr? Hastings^ . 

Mr. Elmendorp. We, I think, can do some comparative analysis 
among the States to see whether there is a difference between New 
York and Wisconsin. It does differ by States, just as collection does. 
Each State agency differs significantly among the States. We would 
have to do an analysis. 

Mr. Gui^derson. I am not saying that the student loan program 
isn't a good program and a good deal, but I am saying that I think, 
the reality of the world is such that many of these young people 
hav& a desire to make those initial payments, but they don't have 
the ability to do so. 

(And I think we ought to see if there isn't some better systems in 
which we can allow the initial repayment of these loans to be cre- 
I atifed in an environment whereby we are going to have a much 
^^Nhigher repajrmeht jschediile.than we do at the present time. 
. We can follow up on that later, 

Mr. Chairman, I thank you and yield back the balance of my 
time. 

Mr. Simon. Thank you. . 
.:\ Just a couple of additional questions. 

Are you finding that the loan consolidation, even though it^hafl 
not been a m^or thing, is it having any impact on defaults, or is 
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'this simply a convenience we^ are offering for people who have been 
through school? ' > N>v 

Mr. EiJ«ENDORP. The loan consolidation meaning wh^ " ^ ^ 
; Mr. Simon. The Sallie Mae and-^ '"^^f'A: 

Mr. Elmendorf. ITiere hasn't been that much M^t)^ in the pro- 
gram, until, recently. We find that the aver^e^pi& fcing conc^^ 
dated is a $12,000 loanK which^ i^^^^^ 
that thcwe people are the ones that arQ nidir.IlM^ 
.-.loans, y ^ : ' :P'^'-'^L--: 

The default among those with an avffm^ti^ and over in the 
loan consolidation program is very, vej^4^, I think it is less than 
a half a percent. I don't think we h^e h^d enough experience in 
the program to make significant jldfementa about it, butVe/ do 
know that it is beginning to be^a poptfar thing for people Wdo, 
particularly those with a high loan balance. * / 

Mr. Simon. I am a little cqncej^ed about the consolidation. pro^ 
gram— that we are moving slowly; here now and that,- that we are 
offering a convenience that may not be a necessity fopj some people. 

As I look at theXhicago Regional Office and the Regional Office 
at San Franc^o, |re the numbers of employees rougWy the same, 
so that these figurea in those charts really mean something?, 
. Mr. Hastings. .T1t% .areuoughly the same, '^d more important- 
ly, I was meeting with Mr.^homas last night; they have been con- 
ducting a series of audits on our collection efforts in the three re- 
gional offices, and I just got the; figures, looking at them on a per- 
employee basis, which I think really gets to the heart of your ques- 
tion. / ' 

Our cpUectiohs in San Francisco are $47,700f per month per col- 
lector, and that co^ares to $32,400in Atlanta and $25,500 in Chica- 

Mr. Simon. I ^H^^PI^ow ai^feas are assigned. California is ob- 
viously a wealthiS^tpe^an is, say, Mississippi. Have you taken 
these things into consideration? Whoever is assi^ed Puerto Rico, 
obviously, has a much tougher tinfie. 

Mr. Hastings. It is very difficult to do that, and I am not really 
sure that it is relevant for this reason: The initial a^gnment of 
loans bears pretty close relationship to^the location of the regional 
office, in the proxiniity of the States. 

But they are all running national coilection agencies essentially 
because the borrowers are all over ther country, and that is why I 
am not certain that it really makes any difference. 

Mr. Simon. OK. Then, one final question. 

I have just talked to these employees, and I know how th^ir . lives 
are devastated by your saying, "Well, you are going to be out of a 
job, since we are shipping this off to San* Francisco.*' 

Does it makfe sense, instead of shipping all those files and offer- 
ing some personnel jobs in San Francisco, that maybe we just need 
to change managers. 

Mr. Hastings. Well, as a matter of fact, that is one of the prob- 
lems we have,; and that is one of the things that has led us to the 
idea that consolidation is the only thing that makes sense. Because 
with the reduced number of staff that we will have available in 
fiscal year 1984, we will be eaten alive by supervisory staff costs. 
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and we need to look at a more efficient way of doing the joh with 
the smaller work force available. i-. r> u ' 

And you mentioned earlier, in your questions to GAO, the ques- 
tion of— or maybe they raised it— the question of system improve- 
ments. It is an area we have been working on for several months. 
We have now developed software which is about ready to go on line 
in the next month or so, so instead of having this intensively pa- 
perbound operation that we currently have and have had for years, 
and which is kind of traditional in the business, when a debtor 
calls, the person who is faking to him simply punches in the social 
security number and accesses the da\a base on a CRT. 

It is much more efficient, allows them obviously to handle more 
phone calls in a short period of time. We are putting in new phone 
equipment both to handle the distribution of calls more efficiently 
as well as to give us management data as to who is going what and 
who are our best employees. 

Mr. Simon. But do you think ought to make the move before you 
find those things out? ^ . 

Mr. Hastings. We know what our work force is going to be m 
1984, so we have got to look at that. And the other important point 
i^ this, one which we shouldn't lose sight of, the current term au- 
thority does expire in April 1985, and we have 303 term employees 
as of August 2 out of our total collection staff pf 409, I think it is, 
408 nationwide. That is three-fourths of our work force are em- 
ployed as term employees. ^ . 

We have the plan for the future in any case, and the future is 
almost upon us, when you are looking at April 1985. 

So, all things together, that seems to make the most sense to us. 

Mr: Simon. We thank you. 

STATEMENT OF JAMES THOMAS, INSPECTOR GENERAL, DEPART- 
MENT OF EDUCATION. ACCOMPANIED BY JOHN YAZURLO, 
DEPUTY INSPECTOR GENERAL: AND ANN CLOUGH. OFFICE 
OF AUDIT 

Mr. Thomas. Thank you, Mr.. Chairman. Before I start, Mr. 
Chairman, may I introduce my associates out here. On my right is 
John Yazurlo, Deputy Inspector General. On my left is Ann 
Clough, with our Office of Audit. , ■ 

Mr. Chairman and members of. the subcommittee, I 'appreciate 
the opportunity to appear before you today to provide an overview 
of Office of Inspector General activity in the area of student loan 
defaults and collections. I would like to present a brief summary of 
my written statement. 

Our audit activities in the last year or so have included coverage 
of a number of areas related to student loan defaults and collec- 
' tions. A number of reports were issued and many broader efforts 
are still underway or planned. Our initiatives deal with activities 
of the Department, State guarantee agencies, lenders, and postsec- 
ondary educational institutions and include review of the making 
and servicing of loans and collection of defaulted loans. 



COMPLETED AUDITS , 

We have completed audits of numerous postsecondary institu- 
tions, guarantee agencies, and lenders. On the basis of these audits, 
we cannot prpject all institutions and lenders, but we did find that 
.some schools were not effectively using the commercial cdllection 
agencies they hirfed to ,CQllect NDSL defaults, not- exercising due 
gib^fty^^ on NDSL defaults and not appropriatel^etermining eli- 

Some GSL lenders \jvere not converting loans to a repayment 
status in a timely manner. All these contribute to increased de- 
faults and collection problems. We made recommendations for ap- 
propriate corrective action. 

ONGOING AND PLANNED AUDITS 

/ We have a number of efforts underway or planned which will 
focus on broader aspects of default and collection activities of the 
Department, State guarantee agencies, lenders, and private collec- 
tors. , 

We are reviewing the efficiency and effectiveness of the Depart- 
ment s collection efforts on defaulted FISL and NDSL loans at the 
three collection regions and at headquarters. We are also reviewing 
the Department's GSL reinsurance claims processing system to 
assure existence of adequate controls for proper and accurate pay- 
ment of claims. , 

We plan to evaluate the adequacy of internal controls over de- 
fault collections by private contractors. The review will look at the 
Department's internal controls over the transfer of accounts and 
controls for insuring that collections are remitted in accordance 
with the terms of the contract. 

We are currently surveying due diligence in making and collect- 
ing NDSL loans by several schools in one region to determine 
whether or not a nationwide audit should be made. 

We are auditing eight guarantee agencies and some participating 
lenders. Our work includes due diligence in making, servicing, and 
collecting loans and timely filing of default claims. 

COMPUTER MATCH. PROJECT 

Wfe have been involved.in several projects related to default col- 
lections and possible future defaults. In August 1982, in coopera- 
xT?(^oJ^^*^^i^^^^' ^® matched defaulted loan records from the GSL. 
NDSL and FISL programs against Federal personnel data files. The 
match identified 46,860 current and retired Federal personnel who 
vvere holding 50,393 defaulted loans valued at almost $68 million. 
The results v/ere turned over to OSFA fot foUowup and collection 
efforts are underway. As of June 1983, the Department had re- 
ceived over $2.6 million on, NDSL and FISL defaulted loans. 

In another computer match effort, discussions have been held 
with State loan guarantee officials and with organizations which 
perform loan processing fo^various States to assist them in devel- 
oping a basic screening profess for applications using two computer 
programs which identify invalid or unissued social security num- 
bers. Increased assurance of the validity of loan recipients should 



5 53 



ultimately result in the prevention of certain defaults. We are con- 
tinuing to assess the efiectiveness^f the screening process. 

PROPOSED LEGISLATION 

We have a statutory mandate to revise existing and proposed leg- 
islation in terms of the impact on economy and efilciency of pro- 
grams and operations and prevention and detection of fraud and 
abuse. During recent tnonths, we have worked with other offices in 
the-Departmen t to develop-l^islative p roposals that ^ we believe 
would improve internal controls over the making and disbursing of 
loans and would result in improvements in the collection process. 

In summary, our experience indicates that there is room for sig- 
nificant improvements in default prevention and loan collection. 
Although much can be done within the existing legislation and rejg- 
ulations, some improvements can only be made through changes in 
laws and regulations. Certain actions taken by Congress and the 
Department demonstrate that the necessary comnqiitment for im- 
provement is there. v 

We need to continue our efforts to increase the efficiency and 
economy of these programs, and to prevent occurrences of fraud, 
waste and abuse within them. We plan to continue to allocate con- 
sidmajbk^esources to help bring this about. 

m«f|#nairman, this completes my statement. I would be happy to 
answer any questions that you might have. 

[Prepared statement of James Thomas follows;] 

Prepared Statement or James B. Thomas, Jr., Inspector General, Department 

OF Education 

Mr. Chairman and members of the aubcommitte€» I appreciate the opportunity to 
appea'r before you today to provide an overview of OifTice of Inspector General (OIG) 
activity in the area of student loan defaults and collections. 

For the Guaranteed Student Loan (GSL) program, data provided by the Office of 
Student Financial Assistance (OSFA) as of September 30, 1982 showed that default - 
claims paid totaled about $2.0 billion on cumulative matured loans of about $17,3 
billion. This represented a default rate of about 11.6 percent, OSFA preliminary 
data as of June 30, 1982 for the National Direct Student Loan (NDSL) program 
showed that, excluding those loans which have been assigned to the Department of 
Education by the schools, defauks were about $671 million on \matured loans of 
about $6.4 billion, a default rate mS^bout 10.4 percent. If assignments were included, 
loans in default would increase to absi^t $1.02 billion and result in a potential loss 
rate of about 15.9 percent. These default' rates are significant and we believe that 
improvementS^fiKi be made to reduce defaults and increase collections. Thes^ im- 
provemients rjKjuire actions on thp part of all the various organizations involved in 
the student financial aid program and in many different areas of these programs. 

OIG audit activities in the last year or so have included coverage of a number of 
areas related to student loan defaults and collections. A number of reports were 
issued and many broader efforts are still underway or planned. Our initiatives deal 
with activities of the Departme;it, State guarantee agencies, lenders, and postsecon- 
dary educational institutions. 

These activities include review of the making and servicing of loans and collection 
of defaulted loans. We are particularly interested in such areas as compliance with 
existing laws and regulations; management practices; timeliness of collection action; 
the economy, efficiency, and effectiveness of collection efforts; due diligence in col- 
lection of loans; evaluation of laws and regulations affecting defaults and collec- 
tions; and any conditions which may lead to decreased defaults or increased collec- 
tions. , ' 



> COMPMCTBD AUDITS 

' 010 hois completed audits of numerous postsecondary institution, guarantee ajjen- 
cies, and lenders. I will toMph only on those findings which relqte to , loan defaults 
and collections. On the basis of our post audits, we cannot project to all institutions 
and lenders but we did find that somp schools were nitefTectively using the com- 
mercial collection agenciies they hired to collect NDSt'^faults, not'Oxercising due 
diligence on NDSL defaults and riot appropriately determining eligibility. Some GSL 
lenders \yere not converting loans to a repayment status in a timely manner. All 
these contribute to increased defaults and collection problems^ These efforts are de- 
tailed belcyw. y 

In order* to deternnine the effectiveness of postsecondary institutions' use of com- 
mercial collection agencies to dear with NDSL default rates, we reviewed nine ran- 
domly selected •educational institutions in one region. We found that the schools 
often failed to expeditiously refer defaulted loans to collection agencies,^left de- 
faulted loans at collection ogencies for extended periods, without receiving any pay- 
ments, generally failed to reconcile their referred accounts with records of coliection 
agencies, and did not systerhatically assess the collection agencies' eiTectiveness. 

In our opinion, these conditions were brought about by (1) school personnel not 
having sufficient training and experience in matters dealing with loan collections 
and (2) a lack of procedures to be followed for employing collecti6n agencies, refer* 
ring accounts, and reviewing collection agency activities. In addition, few of the 
schools had written contracts with collection agencies which spelled put the specific 
actions reiquired of the agencies.: .; 

As a result, we reconnmended that OSFA establish procedures to ensure that 
schools devise a systematic approach for engaging collection agencies, referring ac- 
counts to and recalling accounts from agencies, and continually evaluating agency 
pHrformancer so that the amount of returns on defaulted loans assigned to commer- 
cial collection agencies can be maximized. OSFA generally agreed with our findings} 

A review of student financial aid programs at one college disclosed, among other 
things, that the college did not exercise due diligence in the collection and litigation 
of NDSL loans in default. At the time of bur review, 60 percent of the loans which 
should have been in repayment status were, in fact, in default. Although the pro- 
-am f'egulations require institutions to take Very specific steps to recover defaulted 
loans, we found no evidence that the college had made any meaningful attempt to 
collect the loans. In Tact, it was the position of the schoQl not to initiate litigation 
against defaulters as required by regulations. It was only recently, around the time 
of the audits that the college hired personnel to begin td rectify this sUuation, W« 
recommended that the . colliege establish necessary policies arid procedures and 
assign appropriate individt^tils to ensure proper administratipri of student fmancial 
aid. Action beirig taken by the school should correct, the situation. 

Prior to making financial aid awards, schools are required to determine that stii^* 
dents who do not have high school diplomas or General Education Development 
(GED) certificates have the ability to benefit from the education or training ofiered. 
Audits of five schools disclosed various weaknesses in the schools* detennination of 
studentsV ability to benefit from the programs ofi"ered. While written policfes at all 
five schools required that applicants take, written entrance examinations, auditors 
found three schools at which students \yho failed the admissions tests had been ad- 
mitted, and. two schools where errors had been made in scoring the test. Further- 
more,' the auditors found that many adniitted students .who did riot meet the re- 
quirements of the written admission policies subsequently dropped out or were ter- 
minated by the schools. We believe that these deficiencies may account for signifi- 
cant amounts of miisspent aid which result in defaults; We plan to" look further at ~ 
the a^ard of aid to ineligible students in future audits, ■ 

In audits completed oyer the past year and a half at six lenders particij^Jng In 
the GSL program, we noted a lack of timeliness in the conversion of loans. Trnkof^n- 
dition resulted in increased program costia of about $480,000 to the Federal goverri- 
ment through excessive interest and^special allo^vance paynrients and probably, con- 
tributed to increased defaults because'of delayed due diligence in collecting on the 
loans.\. V -. . 

Under : the GSL program, the conversion of a student loan* to repayment status is 
predicated upon the date on which the borrower leaves school. Borrowers are re: 
quired to notify lenders when their enrollment status changes. Regulations alSo rch 
quire that schools report such changes to the lenders. Timely conversion pf loans to 
repayment status requires the active involvement of borrowers, schools, lenders, and 
guarantee agencies to monitor, verify and report changes in student enrollment 



fltatiiak Additional audita this year will Include examinations of Byatom^^^ de- 
termine student status^ ■ ■■' 'I.: ■ ■ -v ■ 

* ONQOmO AND PLANNED AUDITS ' 

010 has a number of efforts underway or planned which will focus on broader 
aspects of student loan default and collection activities of the Department, state 
guarantee agencies, lenders, and private collectors. ' , _ 

We are presently reviewing the efticlency and effectiveness of the^ Department s 
collection efforts on defaulted Federally Insured Student Loans (FISL) and NDSL 
loans. The audit is being conducted at the, Department's three collection regions and 
at Headquarters. The regions collected $44 million in fiscal year 1982 and at Sei> 
tember 80, 1982 had an Inventory of 804,000 defiiulted FISL and NDSL loans valued 
at approximatedly $484 million. A final audit report has been Issued for our work In 
Atlanta. We recommended a number of ways of Increasing efficlBncy and eflective- 
ness of coilectiori efforts. A draft report has been issued for our San Francisco work 
and d drflftvfeport is being prepared jFor our Chicago work. AVe anticipate issuing a 
consolidated draft report in September. - ■ 

We are also reviewing the* Department's GSL reinsurance claims processing 
system to assure existence of adequate controls for proper and accurate payinent of 
claims. In fiscal year 1982, reinsurance paymente to guarantee agencies totaled $Zia , 
million. ' , , , , , ' v : 

We are also evaluating the Department's procedures U^ider^whlch guarantee ogen- 
cles submit collections made on defaulted loans. The agencies now have 60 days to 
transmit these receipts. We are reviewing the timeliness of Submission of :xeceipts 
and the feasibility of possible alternatives which may result in more timely submiB- 
sion. Because of the large amount of these collections submitted— $85 million in 
fiscal year 1982— savings to the Government in interest could be significant. 

We plan to evaluate the adequacy of internal controls over default collections by 
private contractors. The review will look at the Department's internal controls over 
the transfer of accounts to tjie contractors and controls for ensuring that collections 
are remitted in accordance with the terms of the contract* . . , _^ 

We are currently surveying due diligence in making .^dpollwtuijf NDSL loaM 
by several schools in one region as a basis for initiating a nafionwide audit. ; 

We are auditing activities of eight guarantee age nciqs and some of the'' P^^JJCi: 
pating lenders. Our work includes due diligence in making, servicing and collecting 
loans and the tit^ely filing of default claims. 

iNVEsnoATioN AcnvmES 

Most OIG investigation efforts in the student financial aid area ded with^^ 
fraudulently obtainmg loan funds, rather than with defaults or collection efforts. 
However, OIG recently investigated two firms employed by educational institutions 
and a guaranteed studJgnt loan d^rvidng agency to collect on delinquent loans trom 

stu^ente.^^.^ these efforts, a guilty plea was accepted bjra State court^^^^^^ 
private attorney retained by one of the collection agencies. The attorney had taken 
some $97,000 from various clients, including $27,000 in collected student loan pay- 
ments. The subject was sentenced to serve 14 months in prison after haying been 
previously debarred from the practice of law. . , , , t. « j i 

During December 1982, a 33K:ount indictment was handed down by a^ Federal 
grand jury charging the thtee principal officers of a collection agency with embezr 
zlement, mail fraud and conspiracy. Their firm serviced over $200,000 in^fltudent - 
loan accounts for a group of colleges in Ijheir local area. During March 1983, two ot 
the individu^ils pleaded guilty to charges of conspiracy- and mail f^^ In early 
June one was sentenced to one-year imprisonment, three years* probation, and or- 
dered to make restitution of $1,648. The second person was given three months m- 
carceration and three years* probation. The third individual received a pre-trial di- 
version, having played only a minor part in the scheme. - 

/ ; COMPUTER MATCH 

OIG has been involved in several projects related to default cdllecttons, and 
ble. future defaults. In August 1982, the OIG/ in cooperation with OSFA, match^^^ 
defaulted loan refcords from the GSU, NDSL and FiSL programs against Tede^ 
. personnel data files. The results of these matches were^ turned over to OSFA for 
jbllbw-up and collection efforts. 



>^Tho match p<^artment> dd^^^ 

loan flies iddntlfled 40,860 :curr0nt imd retirM Federal pi^ionnol who were holding 
: 60,898 detoulSd 16ato$ vaiaadiit^^ i ; ^ 

; Ck)naiderabl^ effort has bee by OSPA to reaolvo the out- 

: standing debts of Pederallemployees and, as of June 1988, the Itepartment had re- 
ceived over $^6 million on the NDSL and FI8L defaulted Ipans. During the period ; 
December i9r|||$2 to January 24^ 1988, letters were sent to the debtors at the best 
available home address notitying them of the defaulted loans. The debtors Were in- 
structed to contact the appropriate ofndal$ to initiate repayment arremg^^ ^ 
were allowed 60 days to respond. ^ ■. . v; . r Vi 

Heads Qf mi^or Federal agencies have been asked to d^ignate a liaison to assist 
in followu'p on those who have failed to comply. Persons not responding to these f 
lowup efforta may be subject to -the withholding of a maximum of 15 percent of their 
wages through administrative salary offset until\the defaulted balances are paid in , 
full The Debt Ck)lloction Act also gives the Departs 

report all loan defaulters to ^national credit bureaus. This action is expected to be; 
initiated within the next few months; v V 

Since the Department does not hold the loans in default bii guarantee agencies' 
accounts, a listing of lion-responsive G8L debtbVs will be provided to the guarantee 
• agencies for followup action, The Department will request^^ 
; .-'Collection ellbrts.' ■■''^y- y\. ■ 

~. In another computer inatch efTortrdlsCUssibnS : have been ' held with state loan 
fitiiarantee officials and ^th organizations which perform loan processing for var< 
Tous states/llie OIG has taken steps to assist the state guarantee agencies in deveK 
. oping a basic screening proce& for applications; The screen^ 
two Department of Health and Human Services computer programs which identify ' 
invcdid or unissued Social Security Numbers. These pr(^ 

guarantee agencies in identifying ouestionable applications which require additional 
verification prior to loan approval and disbursement This increased assurance of . 
" the validity of loan recipients should ultimaitely result in the prevention of certain 
defaults. iSie programs have been made available to several agencies with which 
OIG is continuing to work to assess the efTectiveness of the 

>iM)iK>sBn;t*oiSLA*noN. :;\:''-:\r---: -'^ 

. The OIG has a statutory mandate to review . eiuBting and proposed legislation iii . 
. terms of the impact on economy a^d efllciency of programs and operations and pre^ 
vention and detection of fraud and abuse. During recent months, OIG has?worked 
with other bfllces in the Department to develop proposed legislation that would ini- . 
prove the operations of student loan programs, OlG's audit and investigative experi- 
ence with theise progratiis hai^ proven to be very Useful in tlus, process. 

We believe that legislating these proposals would imjirbye'^mternal controls Over 
the making and disbursing of loans and would result in improyemehtis in the collec- 
tion process. Some of the more significant of these froni>end improvements include 
allowing institutions and lenders to require endorsers oa^^ W 
(guarantee agencies under GSL are already permitted to require endorsers) and re- - 
quiring that, under most circumstances, GSL checks be sent to the schools with stu- 
dehto named as co-payees. These provisi 

the f^ hds for the purposes intended and may alsb lessen the likelihood of default. 

Other prop<»ed . provisions would impn^ve and add to available loan collection 
tools and minimize time;lost in the process which occurs when ^he holder of a note 
does little in the way of collection activity before transferring it to the Department. 
Specific legislative provisions would allow the Secretary to require that'NDSL loans 
. be assigned to the Department under certain conditions and to require guarantee /- 
" agencies to report GSL defaulters to credit bureaus under certain conditions (a simi- 
lar provision already exists under FISL). 
In summary, our experience indicates that there is room for significant improve* 
. ments in default prevention and loan collefition. Although much can be done within 
: the existing legislation and regulations, some improvements can . only be made 
through changes in laws and regulations. Certain actions taken by Congress and th< 
Department demonstrate that the necessary coniinitment for improvement is there' 
For example, the Debt Collection Act of 1982 increaises the efficiency of our efforti, 
to collect debts owed the United States. Also^ sinds last year, the Department cut. of 
new NDSL fu hds to institutions having default rates exceeding 26 percent and re 
duced new NDSL f\inds to institutions having default rates between 10 p<^rcent an( 
26 percent, thereby providing a significant incentive to the schools to collect di 
" .their. loans..: 



' Wo^notid to continue in the direction eot by Congrosa and the; Dopartmoht to in* 
croaHo tho ofdoioncy and economy of theso programs, ond to provont occurroncos of 
fraudp wa«te ond obueo within thbm; Ai^noted» Svo plan to. continue to jliocato con" 
Bid6rable OIQ rosourcoei to holp bring thTo about. '■■''^'■.''WM^-' 

Mr. Chairman, this complotos mv statomont. Wo appreciate vour iriwest in this 
very important area. I would bo nappy to answer any questions that you might 
have, 

Mr. Simon. Thank yOu very much, and w6 appreciate your rec- 
ommendation and the legislative copayee change. Without having 
heard from the colleges, ! think it sounds to me like it makes an 
awful lot of sense. * , 

On the top of page 4 of your statement, you talk about a college 
that simply didn't exercise any effort, Yeally, as it is required to do, 
to move. V - . ^ ^ 

Mr' Thomas. Yes, sir. 

Mr. Simon. How marly colleges and universities do you think are 
in that situation. , 

Mr. Thomas. We don't haye^a way pf knowing an exact rlumber, 
Mr. Chairmiah, because bftehtini^ We do is " pick colleges be- 

cause of problems that we become aware of either throughout hot* 
line or through review done by program people' or on a random 
basis, and I would have no way at all of extrapolating this to the 
universe of colleges that deal with these programs. 

Mr. Simon. Just guessing, are we tellking; about 25 percent of the 
schools, or 10 percent, or 5 percent, or, 1 percent? a 

Mr. Thomas. I would have no basis for a guess, but just to offer 
' one I would say it would be on the low end rather than the high 
" -end..'' ■■ ^.-'-^ • ■ 

Mr/SiMON. Mi:. Gunderson. 

Mr. GuNDERSoN. Thank,y6u Mr. Chairman. 

Just one followup in regards to the proposed legislation. Are you 
taljkin^ alJIlut the legislation that Dr. Elmendorf referred to in his 
testimony/ or are you talking about other proposed legislation? 

Mr. THOMAS, I think we are talking about the .same testimony, 
Mr. Gundersori. / 

Mr. GuNDERsoN, OK. I would hope that the two of you— I see Dr. 
Elmendorf is still in the room. We could gei the specifics. I guess 
you are going to introduce— do you know when it is going to be in? 
troduced, in the fall? ^ 

Pllr. Thomas. I don't know. 

Mr. GuNDERSON. I will wait until that time. V 
Thank you, Mr. Chairman. ^/ 
Mr. Simon. Mr. Penny. ' ^ 

Mr. Penney. Mr. Chaivmah, I am curious to know if your office, 
Mr. Thomas, became involved in any kind of review of the sizable 
layoff of the term employees in the collection area? / 

Mr. Thomas. No, we hav^ not been involved in the review of that 
process. \ / 

Mr. Penny. So you would not then be able to offer an opinion ai^ 
to what effect that might be having on the collection capability of 
the agency? 

Mr. Thomas. No^ Mr. Penny. The only thing I have available is 
the^same documentation that you have there, which are the statis- 
tics developed by Dr. Elmendk)r^ on actual results. 
That is all I have available. ' 



Mr. Penny. Wo thank you. ^ 

Mt. Simon. We thank you very much for your testimony. ; 
Mr. THOMAS. Thank you ; 
Mr. SIMp^^^. Our fihar^^^^ of 
the board, General American Greditife; 
We are pleosed to have you here toqay/^M^^^^ 

STATEMENT OF mCHARD L. HORN' CHAIRMAN OF THE ® 
PAYCO AMERICAN CORPORATION, ACCOM^^ 
LUZZI, CONSULTANT / ; , . ; 

" Mr. HoRitf. thank you, Mr. Chairman. ' 

Mr. Chairman, and members of the, igubcommittee, I want to 
thank you very much for this opportunity to appear here today, 
and hope pur comments will be beneficia|^.t<) the subcommittee as 
well as the Department of Education. ' ■ v 

I wiir introduce the Mr: Nat CbluzssL who 

is a consultant to PAYCO American Cor^^^^^ 
man, I am chairmjan of the PAYCO American Corp. and General 
American Credit is one of our companies. 

Our testimony has been presented so my comments will be 
within the allotted time. 

Mr. SiMON; We will enter your full statement in the record. 
/ Mr. Horn. Yes, sir. We have been'asked to address four itemq in 
your letter of invitation here. One is the number of loans placed 
with PAYCO American Corp. Two is a contingent charge expressed 
as a percentage, and the gene^ral overview of how^we go about cpK -1^^^ 
lecting money for the Departriient of Educatt^ 

thus'far in-theprogram.!--' ■ ■■ ■ > 

I really meant to congratulate this contimittee for its foresighfin ■ 
making it possible for millions of young ^^^^^p^^ » ' 

get avcharice to go to a higher education bpportuhity, and we ,,^6.; i 
proud^of oiir part in supporting the De ^ 
; least in recovering someFederalfunds.i^^^^^ : ' / ! i:^^ : 

There is no such thing as an unpaid, account. ;pie people ^o^^ 
their bills also pay for the people iwhO dan ■p^y tf^^ pay.J^jiour 
"' Business we are only concerned with the folkff who cgji pfijrpheil* 
■"■'bills but won't pay.";': ;. . ^/'V' ' ■ 'i"^'^' ■'^^-^ 

Most of the people, prestigious group that appeara^ mid 
the Inspector General, no one knows much abait |^AlH^^ 
Very briefly I want to nieritioil^ho^^^y^^ ar0,*Where^^^v^^^^ 

visited a collection agency, One^^ 




Not many people have visited a collection ajgency 
est offices is in Schaumburg;ill. ^ - | ■ v ' \. tfi 

This is brief background. We have|been fttsjbusineM ow^earj. 1 
have been with the company 36 yeArs;: Lasti^^ we collected ^34 
million for:, the private sector as well is the'^public sector. We have j 
'five offices throughout the Uniteid States. ; ^ -i ] v ■ ' 

We got our jstart in the student loan collecting busirraiSLjiefck . 
about 1952ii Wb worked for >the Ohio State University Mothers 
Club. Back, in those days there was no .Federal furiding^^^^fo^ 
* people a chance to get ai. higher education. ^^^^R^^ we pery^ 

every niajor guarantee a^ncy in the: private 
tlfe United- Student Aid Pun 

sistancqj; Authority, Electronic; Datk System in Ghlubmia, 
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lindation, Thoy ore four mcjor 



We vJirk fcTr ieyAWj^fsJ^® ^J*SL programs in the various States 
; in tHe •United Stiwe^^^^^^^ campus programs we 

eerVe.ih tl^e'*pro cess collecting their NDSL loans., Our subsidiarv, 
j^Uhivorsitx^UVccc^ controls over half the students in 

: thi^ areas of ^Hvplled^ grace period status, and payout status. 

Lmt yepr >v.e ^j^^^ $81 million back to the campusps as a 

. ;X«^Ult oi^ we have had two major education- 

f^l Contradts:;; 01^ 

; NpWr to addro^sAhe specific areas of your interest. The number 
of j^ans tiirndd lovtT to PA YCO American by the Department of Edu- 
{ (it^fion \v0ri''j6/OOO loans. They are all handled in our office in Oak- 
land, GjAifS"^ the NDSL and FISL loans. We have collected 
^S'j 5,090, ap to date, and^we .have ll,0OO loans 

^ in^ej^i^yirieht > 
p If you look ; at -the efforts that go into the collection of NDSL ac- 
(M)un(to beftifre we get it, you will wonder how we collect as inuch as 
w6 db. itHiere are five good efforts that precede bur efforts, and 
evdmllilD^ school has a service where they do in-house or go out 
J^^^ in the private sector and service their NDSL < loans. 

, Amj^ the student is in the repayment status, and he deviates from 
^^CtT ' hif^epaymeht pattern, then the due diligence program comes into 
^ ^ effect by the servicer that consists of letters and phone calls, even 
v ' VVHSBai go out, and then phone calls followup at an interval of 

If there is no reisponse to dhe due diligence efforts, then the 
Swschool may refer the account to a primary collector, in the private 
sector. That collector pursues the paper vigorously for 6 months or 
^ maybe a year, and if he is unable to collect it, it .is referred back to 
the school again, and then referred the second time to a secondary 
collector >vho goes through the process again in 3 or 6 months or a 
year. If he can-t collect, it is returned. Then it goes to the Depart- 
ment of Education and the Federal collectors to» pursue the collec- 
tion process. If they iare not successful, then the paper has been re- 
ferred to a company like PAYOO American. ' 

In the FISL chain of eyents thi^ routei is somewhat shorter. But 
^ least three very good efforts.are put on FISL paper for collection 
before the private contractor gets the paper. And that is, the bank, 
th^ bank sejf^ricers, the Department of Education, c(nd then the pri* 
vate contractor. . , ■ . \> 

\^ I would like to mention the paper profile of the |}ast two borrow- 
er accounts when it comes to the private sector collector. This is 
^basically the profile for both NDSL . and FISL. Many of the ac- 
counts are beyond— few of the accounts are beyond the statute of 
limitation.'We believe that about 60 percent of the accounts re- 
ferred to us have bad addresses. The defaulter: borrovver is a 
member of a marginal labor force. He is just getting ii^tarted in 
finding his career path. , v 

If he was educated as an accountant or schoolteacher or lawyer, 
he can't find a job. Now he may take a job as a bartender, con- 
struction worker, cabdriver, whatever. He does want to pay his 
bills, if you give him a chance. This group is highly mobile. They 
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■ are not flklpDing around on pulrposo. It Is Just tho naturi^ p^ thoir 
youth, and Imlr eorly life in the economlq society, >, 

Some accounts that 'w^re referi^ to uisi were ^i^^^ as 10 years 
old. The average is around 8 1;o & old. And in that coiirise of ^ 
time, the previous efforts I mentioned by the bank and servicers 
and Department of Education has been applied to the account. 

The loan Prepayment in the mind of the young man or woman 
has low priority. They want to pay their bill and will in time, but it 
is much easier to repossess a car or fUrnitiire or a home, their 
home property, biit it is hot possible to repossess an, education. 

I want to address Our ipate structure wnich was mentioned here. 
And it is a fact that Ave in our contract proposed a rate on the Fed- 
eral insured loans as 88 percent contingent ypon collection, and 48 
percent on the NDSL accounts. The rate alone I don't think is im- 
portant. I think the consideration should be net back. Simpiv it is 
this: How many dollars do r get baick in re dbllaria 1 

■■■■•■placb'fbrwllection?"'"'"" 

If our rate is more, naturally ws can spend more money to cbl- 
lect more money, and more net back 6<iuates to cost effectiveness. 
How many dollars jrpu get back in relation to what you place? 

It took us approximately 18 months before our income-to-expense 
line crossed. That is a major investment in our company and a lot 
of companies. It is not uncorhmon in the private sector for a collect* 
ing company to charge 50 percentj! and sometimes more» if they are 
the second or third place m the collection process. Mainly the psy- 
chological impact has 'been exhausted in the previous' contacts and 
tiine works Jx) the benefit of the debtor 

The general overview of procedures used to collect defaulted 
loans^ I want to detail in bur presentation with flow charts how a 
complaint is handled. But the mam thing in the co^^^^ of this 
type of account is persistence aiid patience. We must abide by the 
Federal Collection Practices Act. That act dbeg rfbt hobble collec- 
tion in any way. We live in human dignity. We know people want 
to pay if you give* them a chance. 

The collection cycles are to get payment in full that gets money 
back to the Government faster and they don't run the risk of losing 
contact with the default borrower. 

Well, this is the flow chart of the collection itself in the testinio- 
ny. Most of the people don't have the means to pay in full, there- 
fore, we riegotiate a repayment arrangement which weicall a /par- 
tial payment arrangement. That cycle used to be 18 months to 
allow a student to pay out hm bil^^^^ to the economic factors 
now, to be realistic the partial^'^ayment arrangement time payout 
amounts to about 24 months to get a .pasrment in full. 

Our rate of Success, well, is beginning a new venture entered into 
by a large Federal agency and company in the private sector. We 
•have a common goal to serve the American taxpayer in a profes- 
sional and cost-effective manner^ We are proud of our efforts, par- 
ticularly in the^ NDSL program, of returning nqtany thousands and 
hundreds of thousands of dollars which are recycled back now so 
students entering college in the fall and subsequent periods will 
have a place to borrow money and the same opportunity their 
predecessors have. 
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1 Doth educators and tho pHvato Bclotor hftvo loupned <mlto 
about this program And what wo hhvo done rthmk il^ 
tlon to be a model for the other agencies of governkn^nl. jThis com- 
lAittee and the Department of Education truly hdvo^ ^ojon - ^-^^ 
. wothor for the other agencies of government, andithcfy atp 
follow in time, ■ ■ " ' ■ ■ '^J{\^\\ 

Thank you*, gentlemen, for your time, I will bcri'grjidj t6 
any questions you may have. ' \\ 

nPropared statement of Richard Horn follows;] ,] 

^ PUKPAUKD StATKMKNT Or RlCllAllU L. HOHNf. ClIAIHMAN OP TijlK DpA'lll^.|PAYCO 
I AMKRICAN COHPpUATION i ' ! 

p I 1 :l . 

Mr. Chairman and members of the commitUje, I am pleased tOjapp^pr before you 
toyay ta dUcuss Student Loan Collections and( government Deljt CoJIoctlon Project 
Tho government and especially t^e Department of Educqitlon ht^vo madq substaritlal 
progress in the development of better tools tol mnnage receivables. !HoW|)ver, much 
more Is rmmlrod, and wc would like to provide guidance and a8elf»|and( whenever 

pdssibiOf.— - L...;......:.:: a,..Ju„ ...,v.^,..:. 

Accon\pnnying me this morning is Mr. Nat Coluaai, u consultant to rayco Ameri- 
can. )■ .■■ ■ • ■ ' ■■■ ' \ ^- " m 4i 

First, Mr. Chairman, I would like to congratulate you and this qomnuttoe for Its 
leadership in providing specific legislation for the use of private coUoctton flrmfl In 
the recovery of taxpayers* funds in the student loan program. The i)<ipartment of 
Education now understands Its responsibility for both, the making oUO^ns arid the 
• collection of the loans. • ; , , I .' V ' iK. I i^m i . 

There Is no such thing as tin, unpaid accounU. The people who pajrfflhjeir bills also * 
pay for those who do not. Of course, there are circumstances WheBisome people 
cannot pay their bills, and that Is why we have loan guarantee progMjns to spread 
the risk B>ilQw ever, we are concerned with people who ciin pay but wiJfn|t, and ih^ro- 
V^^^^'^KK^^^^ on the taxpayer. V . „ ; , !i 1 ^ 

Here'^e background data you may wish to know. Payco Americ*|nl^ Corporation 
•marks its 50th Anniversary Ihis year with pride In Its caliber of semce iw^^ has 
madeit a reliable part offinandal planning for Its clients. U Ut a o 

Since 1970 I have worked with several Congressional Committees: th^ U.S. Gener- 
al Accountlifg Office, the Office of Management and Budget, and a nii|ir)ber Of feder- 
al agencies in an attempt to provide information and understanding to the gdvern- 
ment, so that people in government will understand the need to se^kj professional 
assistance in debt collections, just as private industry has been doing for years. 

Payco American has 53 offices In 41 major areas. These reach fronji NeW York to 
San Francisco and from Minneapolis to Miami. We number more th$n 1500 e«jploy- 
ees. In 1982 we recovered $134,000,000 from all sources. ; i 

One of^our major divisions, University. Account System (UAS) now services over 
one-half million National Direct Student Loans for 170 colleges 6nd universities, 
and last yfear collected over $31,000,000 through this billing system. We . would like 
: to provide full collection and billing services to these institutions, but cannot since 
Section 674.49 of th^e NDSL Regulations prohibits institutions from coritractmg for 
both services to the same firm. ^ \ r r '^il 

No other federal or state programs have such a rule. In fact, none of ithe other 
sti/dent loan programs have this liriiitation. Our modern computer system provides 
on line services to clients, and a series of reports that never leave a client in doubt 
as to the status of accounts. ■ ' : , 

In the student loan area, we also provide collection services for a.number of non- 
profit agencies servicing loans such as the Higher Education Assistance Foundation, 
an4 United Student Aid Funds. 

PAYCO. AMERICAN UACKCKOyND IN STUDENT LOAN COLLECTIONS 

Our first experience ^oes back to 1952 when we represented the Ohio iState Univer- 
sitylMothers Club. In those days there was no funding by the federdl government to 
support people who wished to pursue post-secondary education. The source of funds 
for the Mothers Club were bakeieales, bing(r parses, etc. 

In! addition, Payco American represents all of the guaranteed loan programs in 
the private sector. We're very proud of our record with the United Student Aid 
Funds. Higher Education Assistance Foundation, the Electronic Data Systems Pro- 
granl with the State of California ^nd the > Pennsylvania Higher Education Assist- 

^ ■ ^^-N, r:-''--'-- ''■■VI ■ ■[ :\ 
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oncii Authority In th# guiirttnt;#«<l student loanijprogYitm throughout tho country 
wd>opi^nt Ohlo-0«orglA, riorldii,#tc. ^ 7 V .1 . ^. 

Wre proud of our lervieo record in idrvlng thip campui bwKl NoUona Direct 
Student toon Program. Among our blienti we eerve Ohio State ^Univenityt the Untv ' 
vorilty of WliOoneTn, HarvanLCentral Statee CoU^i MIT, Yttle,;eto. 
' The Management Servtcee Division of Povco American has produced audio/visual 
training program on collections and productivity for the Social Security Administra* 
tion and the Farmers Home Administration. 

We have been awarded two Department of Education contracts. Of oil the federol 
ogenci69 who have past due a^unta requiring collection assistance fVom the pri^ 
vate sector the Department of Education has been the bellwethor. A i\ill study of 
facts would dearly indicAto the Education's experience with the privote sector has 
boon sucooflsfUl and cost ofTective. , / 

Some facts concerning the current Depai^mient of Education studont loan collec- 
tions contract are as follows: Payco American has , received $164,000,000 of 
$454,800,000 assigned to private contractors. Rate charged ED is 48 percent of NDSL 
Collections, ond 38 percent Federal Student Loan Dofaulte. Since February of 1088, 
tho Payco American San Francisco "Net Back'tto ED is higher than tho Atlanta . 
and Chicago c6ntrairt, wWch ar«PiU a low 

- Mr Chainnan^ in your letter of July 27f l988| you have requested an overview of 
the procedures uiBod by Payco' American. Lot me nriit state that in this day and age, 
thero should bo no question as to whether the service Of 0 private collection flrm 
should bo utilieod, but only what stage of the collection cycle should these services , 
be pur<^hased. The private sector understands this; and usually seek out professional 
ossistance on accounts 60 to 90 doys post due, and almost always prior to the sbcth 
month of delinquency. The government should follow the example of the private 
soctdr, and they would find collections up and cost down. In other words, the private 
sector will seek the assistance of the professional firm, long before government 
ogencies. Yet government agencies attempt to comjpare rate of return and cost when 
things are not equal. 

Jhe NDSL loans turned over to us have been worked by the educational institu- 
^_tion, one, two'or more collection firms, ai)d the Department of Education, Our expe- 
rience reveals that 60 percent of the accounts tu^ed over had bad addresses. Many 
of these loans have lohg since passed the statute of limitation. The FISL loons wero 
worked by the original lender, ED'a collection staff, and In some coses a priyat^ coK 
lection Hrm under one of the two pilot contracts.^ 1! 

Attached as Attachment A is a general overview of the procedures used to collect 
guaranteed student loans. Also, attached for your information is: a "Federally In- 
sure Student Loon Collekrtion Sequence Flow Chart'^ prepared by Payco American, 
and a flow chort of procedures to be Used when a complaiht of alleged harassment is 
received. " ■ ■ ■ . ' 

. * It has been our experience that the longer accounts are not serviced, the higher 
the cost to collect, and the fewer dollars returned the Treasury. The most frequently 
asked question is, "What is your ratft'Mf you know collectlonif, you should know 
that the coet of service is more in your control than the contractor. Three mcgor 
foctors in determinotion of rate are: (1) Condition of accounts to be turned over; (2) 
Amount of effort required; and ^(3) Documentation required on returned accounts. 

You cannot expect the same rote for annual leave overpayments to formei^ gov- 
ernment employees as you wftuld get for loans to medicol doctors. Yet, federal 
agency people and congressional staffers have compared these rates and demanded 
an explanation of these differences. 

SOME FACTORS IN RATK OF DCTERMlNATlbN BY THE CONTRACTOk .r 

Here ore some of the m^or factors used in determination of the rate to be 
charged. / 

L Condition of accounts: (1) Total dollar amount of the portfolio; (2) Number of 
accounts; (3) Typ® of accounts, i.e. hoBpitaTbilU, education foahs, bank credit cards, 
etc.; (4) Average length of delinquency; andTCS) Location of accounts. 

n. Efforts to recover: (1) Letter series Y>nly; (2) Phone calls; (8) Skip tf-acing; (4) 
Length of time to liiake contact; ^d (5) Length of time to recover All! debt; 

in. Documentation: (1) File to be used, hard copy or computer format; (2) Collec- 
tion effort on hai^^copy or computer format; (8) Keports system. Can the current 
vendor reports b<9 used or will a new set of reports be required? ' ; 



I'OIMMU.K IkATKfl TO »M OIIAUUKD UOVNnNMNNT IMIOCIRAM 

Agairf lot mo roit^roto -whiit fodoral proffrcima can oxpoct to piiy contrnctom for 
coUoction sorvico. For commercial loonii ovoraging porhopo ¥10,000, on accountu dO" 
linquont loM thon two yoanip and o portfolio Bizo of mt leaat 500 loanii, you may got a 
rato of 10-lH porcont. , ' , ' » , > 

Mowovor, ir tho avorago account bali!|hco ia loaa than $100, not aocUrckl by a noto, 
and dolinquont'ovor threo yoora^ you can o?(poct a rato of 45-50 porcotit, or hlghor; 
whon conaiderthg other factors included in the RFP. * 

We recently reviewed one government portfblio that wna ao bod wo advised the 
ngenOv that wo would not accept theao occounta without a non-contingent payment 
of lO.OO. Thia non contingont payment waa to provide certain dooumontation noiulod 
by the agency* jDoforo tho account could be written off, in conformance with tho 
Joint ata^darda regulationa promulgated under the Claims and CoUectioha Act Of 
coiirao, many other'faotors go into the rate determination. 

However, if the government agency providea a good work atatoment, and program 
background information in their Roqubat for Proppaal (RFP), the competition will 
set a fair market price for aorvicea requeated. Wo should' not comparo government 
internal coat of collections with tho' uso of the private contractors unlees the con* 
tractor is given similar accounts* Some post attempts to compare cost used govorni* 
ment current account colleotiona cost versus seriously delinquent accounts assignod 
to a contractor. If the conipetitivo market is Used; the rato will be fair. 

Federal debt collection people should bo out visiting privato collection firms, now 
in order to' get a bettor understanding of current business practices. For example, 
for questioris asked of us, we ge^ the impression that some government program 
pkjople, and congressional staffers, do not i\illy understand the torms "Net Back", 
^'Profit", or^'Dottom Line". To let a collection contract on the basis of lowest rate 
may make life comfortable for the program persons, when attempting to justify se- 
lection of higher rate to Inspector Generals, Auditors, OfQce of General Council, or 
Congressional Staffers. (Please note that I did not mention the U.S. General Ac« 
counting Office, or the Office of Management and Budget aince these two agencies 
seem to understand the selection procjBss for coHeotion services.) 

In effect we are saying, how much money is returned. For. example, if the rate 
charge is 10 percent and the contractor collects $100,000, the net back is $90,000. 
However, if the rate is 80 percent and the contractor collects $800,000. the net back 
is $210,000 tho private sector usually prefers spending $90,000 to collect $300,000 
rather than $10,000 to collect $100,000. We feel that tho government muat also un- 
derstand the Bottom Line, or Net Back, r 

110^9 TO INCREASE cblXECnOHS 

In the collection business, the old adage still prevails, "You have to spend money 
to make money". Since private contractors usually work on a Oontingency basis, 
they must be prepared to spend money for several months bpfore the break even 
point is met. In the Department of Education contracts, at an average rate of 40 
percent, we were over one year into the contract befoi^ we began to see some profit. 
We at Payco Americanjive by tho four P's: Paper, People, Phones and Profit. „ ■ 

As to the Payco American success rato thus far in collecting student loans, we 
have collected and turned over to the Department of Education approximately 
$15,000,000 through May. Of thia amount $5,300,000 was collected under the pilot 
contract, and $9,700,000 has been collected under the current contract. 

We are proud of this record when you consider that the NDSL paper was 4 to 6 
years in default, and had at least four thorough collection efforts prior to placement 
with Payco American. 60 percent of all loans receic^ed were addresses unknown for 
extended periods of time. . ' 

The FISL loans turn^ over for collection had at leastUwo Or three mcyor collec: 
tion efforts prior to bur collection efforts. Most of this paper would have been writ- 
ten off as uncollectible by othor government agencies. . ' ^ 

Since government agencies can be put into a Catch 22 situation with contractor 
collections (the more money collected the higher dollar cost) through the normal 
budget iso^stem; we would recommend Senator Peity's Bill S-349, which providea for 
paymeht'bf cbntractor feea out of collections. Cost are directly related to benefits. 
Uaing n^t^back an agency would not be put into the embarrassing aitUation of atop- 
ping a Bucce^ful program for lack of funds. , ' 



» ; V OONOIiUWOM 

. Mfi gbfflr gjgift. I wn convlncd that Improved Ddbt CkillooUon would provide 
^ bettor X^hTWKioment, and integrity to the front end of programi. We will M 
pleaied to nniWerlmy quoitione you and the C^mmltteo nttt^ 

AmOHMKNT A 

ORNKRAL OyiRVlRW Or PR0CR0UR1C9 UflW) TO COUJDOT QUARANTIIO BTUDRNT MJAN8 

Pint, nil coljootorf ore thoroughly trained on the FDCPA ond muit poM written 
and oral examiniition» before nny uttompt ii made to contact r defnultod borrower. 
QenerAl prooeduree go like thii; 

mxe paper work is dono; the acknowledgmeht; the iK>t up of the control nio. oto. 
All paymonte to the account aro made olectronicallyi therefore, audit trails are 
clear. 

1. The collector reviews our backup documentation supplied by The guarantor 

2. Collector studios previous oppildation of effort performed by the Tender and the 
guarantor. , 

. 8. Coll^^ develope the account, veriflea the address, b debtor a property owner? 
Checks phone directory for assistance. Does address ch^k with iftione number? 

4. If mail is not returfied assumption is mado that address is okay, References are 
checked. Credit reports are obtolned. Information obtained'from school which was 
attended. Once those preliminary steps aro taken the borrower is contacted. This is 
the borrower s Orst dealing with a collection agency* and the borrower is very much 
on guard. / 

5. Oiir objective Is to attempt to get payment In full, or determine what indebted- 
ness ho might have to determine if he might be eligible to borrow money. If he 
cannot borrow the I\ind8 from a bank, credit union or relatives he is requested to 
provide thp collector with two loan denials. If we know the borrower is employed we 
proceed to encourage him to borrow the funds. / \ 

6. If the borrower is temporarily unemployed^ or has part time work» payment ar- 
rangement^ are negotiated. ■ 

arrangements are temporary and are reviewed in 6 and 12 month 
periods. When a payment plan is ogreed upon there Is diligent follow up. Debtor is 
contacted if there aro no payments, or Jthfi payments are In an amount less than 
agreed upon. - 

8. The guarantors In the private sector'tnake the sole decision whether or not on 
account should be litigated. This is after the collector exhausts all amicable efforts; 

9. ^Cplloction time frame for the first pha^e is between 80 and 90 days. Collection 
possibilities are ascertained. 

10. If payment in full is not obtained the repayment program takes about 24 
months. This requires very prompt follow up. This time period used to be 18 
months, but has been extended because of economic conditions, greater unemDlov- 
ment and tighter credit. , 
■ One of the reasons wh> the recoveries ore higher in the private sector is the time 
frame from default ^collection ogency referral. This- period on the average is 4 
months. 

Very briefly hen^e the steps: Borrower defaults in repayment program to bank. 
Bank follows throiHh on due diligence steps. Bank requests Lender Request for As- 
sistance form from the guarantor. The lender goes through aversion steps. If bor- 
rower responds promptly the account goes back to billing status. If the borrower 
doed'not respond, his account is referred to collection Immediately. 
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A c^plflint will be coniyWtd I' tht ruearch uncovtri no HlM/miUotdmfl operation., or (hat 

the allao«t'Oni by Ihidabtor art detifmlntd to b« untrur 

1. Payco will raauria cpltiction activity on th# account In qualtion 

2 The on.me MonNorwlUberequlrf d to monitor all correipoftdtnc* tent to the debtor concerning the 
debt. ' 

3 OE Research Section, with the help of the on-iite Monitor, prepare* tor the ARA/CC a quarterly re- 
port on the collection activity related to Invelld compla/nt account*. The report provide! a colleclion 
hiitory on this account until the debtor beglni repeyrnent or. until the accrtunt la returned to BSFA 

M a complflini-ia datsilied at v9hd. the following actlonf will occur 

1 The Proieci, Officer notifiel the OE contracting officer of the problem 
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' Mr. SiMONt Thfink you very rnucli fur your k«tlino«y. If 1 my^ 
you hmni th(A,0arll<Jr t<)»tlfnony that mentlonod It in an tt competlv 
tlvo bid hm\$. I am cwrlou« why wp end up with 43 and Hh centu for 
PAYt'O m}i\ 2 4Vj eont^ for tho othor con^iuny. Wliy tlilH hugo dii^pl4^ 
Ity? . . 

Mr. IluHN. Wi»U, iKifor© m) tmtur into nity contrnct nmny fnctom 
nri^ conaldort'd. On thl8 imm rt?Kion IX of ^ducfltion, I undortitand 
thflt did tht» bi)Ht Job of the 10 rogion« In recoYorlng money* That 
mmSm th(» pajH^r coming to us k a morii difficult, 

Two, our oxperionee, gohig back at k&f^ two dec«di?«, knows im^ 
cml to collect a student loan account. I Ugh mobility and all tho «c- 
tlvltlijs that occur boforo Wii got tho faiHjr. Kvon in tho prAvato 
Hocior, tiuj avorago rato Is approximaloly 115 porcont, botwodn n 
third and 45 pt^rcont. In tho private »octor, tho firat law of buBlnosft 
Ift not to loao monoy. WoMd to make u m^Jor cgmmltmont oyer 13 
nionthu of invogtment b^foriv we rounded tha eprnor. Qur oxporU 
vinv in other HludtMU lounH, NDRI^ and other guurnnteed lonim. gave 
our nianaMoment a basis for an intelligent declsioa-"*what does It 
coHt to collect tlie paiK»r and to do a good Job. 

Again our focus is on net back. Someone could offer Ufi U jwrcent, 
and 1 am sure that you would bo disgusted with the results. 

Mr. Simon. If I am reading between the linoii, you think that 
Homeone just underbid on the other contract? 

Mr. HoiiN. I liave no Idea how. they compute their rates. I don t 
know what they do, . 

Mr. Cohuzzi. I-iOt mo help. It is probably one of the mistakes most 
often mndo by people for the first time frequently in govornmont, 
since there are very few people at the upper ocholons of govern* 
meiU that have had ext>erlence with a private collection agency, 
Wncn was the last time you hirtKl on your staff a debt collector. 
The. training is almost on site with tho company. There are now 
approximately eight large mojor firms, several thousand small 
nrms, but when you are in the ballpark competing on a bid, you 
are looking at things today as to what you perceive the portfolio to 
be, the recoverable rate. 

Wt» had at PAYCO formulas and we even have a comptiter that 
does analysis. You crank in the information you can get. As that 
information is massaged, it comes out with what you should bid. 
That is all with projections what the return rate \h goinff to be. 
And each company may have a different way of looking at it, as to 
what their costs are and how much they anticipate to recover. 

It iH only w;th hindsight you can say whether it was profitable or 
not for tlie corporation; that is, the collection corporation is profit- 
able. Tlie person who gets the contract has to worry about whether 
or not the bottoni line is best, tho net bfifc^. So you have got all 
three factors going for you. 

In the front of contract, the corporation spends money. You are 
asking what the comparison of recovery is between private sector 
and tno government. You have to analyze in tho private sector 
what their costs jvere, and that is very difficult to get because they 
are not going to /ell you. ^ _ 

We are not goings VAYCO is ixoi going to tell its competitors how 
much they spend for this and that, plus there are other things that 
are buried in there, cost of the new computerized system that we 
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have got. But the basic determination of the cp3t- w^^ 
agency or the private sector corporations If you 'get^^^^^g^^^ recover- 
able accounts, the cost go down. If you throw in real difficult ac- 

- counts, the price goes up. And you cm mutualizie systems ^^^^1^^^ 
throwing in the good and bad and com^. across the liiies; 
> ; Mr. Simon. Let me say, when we fir^t authorized the priv^^ 

• lections in 1978, there were real mixi^ feeUngs in bur cohfereri^ 

^ : com 

>:;tfimtly.:I/W^ 

gfpf ;pe^^ caUed at;^3^^in£t 

; tell you I don't recall receiving s 

And : I lhay say i iiiy ^ta Want to correct me bn^ tliat; if We 

/ have received any we haVe not received very maiiy, and 1 say that 
is to your credit 

One final question and 1 will yield to my colleague; Gii one of the 
pages of your testimony you say one of our major divisions, Univer- 
sity Account System, now services over one-half million national 

^ direct student loans for 170 colleges and universities, and last year 
collected over $31 million through this billing systeifii^SjWe would 
like^ to provide full collection and billing serviceaM^ institu- 
tions, but cannot since section 674.49 of the NDSl|:regurations pro-? 

. hibits institutions from contracting for both servi6e$,;,tl?(at is, collec- 
tion and billing; to the same firm. . ' 
, I assume we did that to protect the students, or that was the 
theoretical basis for oiir decision. 

Mr. CoLUZzi. Years ago ^hen the national direct student loan, 
program was starting to run into its severe problems of defaults, 
and in those days they didn't have definition of default even — — 

Mr. Simon. This was deliberately put in when the NDSL pro^ 
gram was initiated. This is not i)art of the 1978 amendment, 

Mr. CoLUZzi. It is not part of the amendment. It is regulatory by 
the Department of Education. What happened, they had one case, 

; to my knowledge, there may have been a few others, where a cer- 
tain institution, educational institution hired a co^pction agency to 
do a billing and collection operation and this particular organiza- 
tion that they hired caused accounts to deteriorate ''in billing and 
go into collection. The billing rate is much lower than collection 
rates,/s6 the. cpnipahy was making more money. So'' logically it 
pounds like billing. 

Hbwever, that wias a small company that obviously didn't know 
what it was doing, because in our case billing is, you clip coupons 
for your money. Once you enter the system in, there is no manpow- 

. er, it is all computerized operation. What later happened is, at the 
time they put it into the regs in the Department of Education, it 
was prior to their use of due diligence requirements on the part of 

—the institution^Thejt^wereu3upposedJ;o-^^ one, at-least^acr - 

^ .cording to the individual who put . it in the .regulations tells me 

linow, remove that prevision when he got due ailigence requirement. 

pjNot regs, they put due diligence^W! 

|r Now you have the situation where a company like PA YCO that 
^ 'dbes both billing and has cure procedures and, where you can have ' 
a continuity of operations, it is prohibited by this regulaticm Trom 
its conjtinuity. They must drep it out of the bill and sentffil^sk .td 
the institution, then back to somebody else for the coU^^^oper- 



atibn. Very, Very difficult. And the worst part is that the Depart- 
ment of Education has caused an industry to change its way of 
doing business, and now that industry dbesn't want to come back to 
comply with iti to remove the regulation. They would be opposed. : 
There would be a lot of opposition to removing the regulation be- 
; cause the industry designed ifctp fit the rules designed by the Gov- 
•ernment agency; A horrible ekample. . . v 
^;\',Mr:- Simon.- Mr. Penny.'-:; ' ■y''-'-'-'^ 

Mr^^ Pen I khbw^^hat I h^ go and Vote on, I ; 

have a.couple of questions I vrant to ask before. I leave.- : ■ 4 

:How many^^^^^ you icbritracted to c^^ 

the Department? ■ c •/■> 

. Mr. Horn. A 3-year contract 

Mr. Penny. It runs out when? • ^ 

Mr. Horn. 1985;: , ' ■ ; : 

Mr. Penny. Are you given new paper each year? 

Mr. Horn. We hope^so^ The last paper we had was in October, ; 
and the recoveries would be sil^ificantly higher if we had the pa- 
perwork in the system^ ^ \ ' j 

Mr. pilNNY. Did you expect when you signed the contract that / 
new paper would be tuf-ned over to you ^ach year to increase the 
total amount of loans? 

Mr. Horn. Yes, sir. . , 

Mr. Penny. And tliat has happened but you hayen't received any 
recently?; .', . ^ ^ , 

Mr. Horn: No,, not since October. | ■ 

Mr. Penny. When you contracted, did you contract for a percent- 
age of the collection tcr increase each year of that 3^year contract? 

Mr. Simon -asked about 38 and 45 percent tak§>for PAYCO. That is 
apparently what is being paid now. But did you contract for. that per- . 
centage rate to increase in the second and third year of the contract? 

Mr. Horn. I believe it is negotiable. The main reason is that we 
are labor intensive; 60 percent of evei^ dollar of income goes to col- 
lection; Labor costs rise every year. 

Mr. Penny. That part couldf be negotiated? 

Mr. Horn. Yes, sir. r 

Mr. Penny. Up or down. If you get new paper, it seems to me 
that there might be some leiason to negotiate that downward, be- 
cause any paper that might be turned over, in mjr view, would be 
newer in terms of the default'. 

Mr. Horn* Yes, sir, better paper, with addresses. 

Mr. Penny. If you don't get ne\v paper you might be Jurying to 
negotiate for a higher percentage. 

Mr. CoLUZzi. We won't get a higher percentage. Education would 
pr obabl y try to negotiate downward if they ^ould gi ve us better 

paper/' . 

Mr/vfENNY. You would expect the Department will try to negoti- - 
ate dbvmward if they turn over additional paper?^^ -^Z 
Mr: C<4LUZzi. If they are smart. ^ • A 

Mr. iPENNY. I K^ard the contract included a higher rate in the 
second 'and third year, and I was curious as to why that would be 
the case if in fact you were going to get new paper, 



Mr. GoLuizi. I think there was an earlier contract which hiad an 
escalating clause. You can negotiate ail kind of contracts. The first 
conti-acts, the pilot contracts, provide for a (Afferent rate to the 
agency of the paper coming out. That was the pilot contract which 
Payco had a cohtraci. The newer contracts are fixed rates for the 3- 

; year period of time, fixed relative to 3 years of the cbijitrac t. There 
is a period oif time bey<md th6 3 yj^ars 
twp options. First 

Vvbeypna t^^ 
go up. ^ 

Mr. Penny. What provision/is there for 1986-87, those areas, 
after the coril^a^ -Aire ybu pp(^^ 

this is going to be renewed, or is there a risk that we just c^ 
the whole arrangement and the Depairtment goes back-^ 

Mr. Horn. We hope it would be. "As an example, the pilot, the 
termination ^ate was December 31, 1982. W(B had an impetus going 
on payment at a rate of ,$50,000 to.^70,000 a monthj and that date 
we closed down, and we didn't receive any benefit from the com- 
missions on ongoing cdUectiohs. SS we hope that all things being 
equial and that bpth parties, we earn our keep, and we are cost ef- 
fective and in your jud^ent the program will continue. 

Mr. Penny. Can you speculate what the rate you might charge if 
the Department of Education turned these loans over to you at 
about 6 months, the way most private firms would, just a ballpark 
. figure? 

^ Mr. Horn. Expressed as a percentage? 

Mr. Pia^NY. This is kind of short notice for that kind of calcula- 
tion. However, it would be I think significant and interesting. ' 

Mr. Horn. We want the Federal collector to be in the picture. 
We propose in there for 120 days, 6 months, on a vigorous collec- 
tion effort either to get payment in fuU or satisfy payment arrange- 
ments that fit the policy. Then, if there is no, don't conform to the 
two things, payment in full or partial payment arrangements, then 
it goes to the contract collector. 

Mr. Penny. You didn't give me a ballpark figure on percentage. 
^ Mr. Horn. You are asking a definite perceritfl^^? 
> Mr. Penny. I am not asking for a definite, I am asking for a ball- 
park. 

Mr. GoLuzzi. NDSL or GSL? 

Mr. Penny. The same kind of thing you are getting today, just 
getting them earlier. / ' J ; 

My. Horn. Ballpark, probably 5 or 10 percent. That is frStn 38 to 
32 possibly. ^ 

Mr. CoLuzzi. Remember now we have put up a Jot of front 
money that is alrea dy taken care of. You can perhaps gn r^nyrn 
-befDre^that^frontTnimey. " ^ 

Mr. Horn. One last thing. Could you submit some mformation 
for the committee's record on how you havei negotiated for repay- 
ments, what portion have been settled entirely, m their entirety, 
what portion nave been rescheduled under what terms/ and what 
loans you niay have settled at a lower dollar amount than actu^ly 
was owed? I am not asking yoU-jto give me figures now. 

Mr. CoLUZZi. We can't negotiate at thrower dollar. 



Mr. Simon. If I could take the liberty, wfe are going.^to 
rush over for a rollcalL I wia^ also interested in the ^^^fe^ said 
you have received no paper since October. Does that mean for 8 
months there has been no new paper turned over to you for collec- 
tion? 

Mr. CoLUZZi. Yes, sir. r , 

Mr. Simon. Sounds like something is massively wrong some- 
where. 

, Mr. Cotuzzi. They are I. think into, the period of time trying to 
/determine whether or not they go more private, less in-house; et 
cetera, et cetera. Our position has always been you don't cut off all 
tlie urfernal operation, you have a cooperative operation. 
l Simon. Prior to that, you were just on a monthly or weekly 

getting paper, ^ — - . > ^ 

iPwi-. CoLUZZi. We would hope for, like most, the private-sector cli- 
eiiits, a regular routine schedule. Most of our clients eyery month 
send paper over in the ^private sector; The Government ought to be 
somewhat the same. 

Mr. SmpN. Absolutely, It usually results in the loss of rqyenue 
for the Federal tjovernment. 
Mr. (pOLUZZi. Yes, sir. r 
Mr. Simon. I thank you very, very much, and we are going to 
followup on that last itfem. We. thank you for;^your testimony. 
Our hearing stands adjourned. ' ^ v 

[Whereupon, at 12:15 p.m., the subcommittijee was adjourned, to 
reconvene, subject to the call of the Chair. ]^ / 



